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EDITOR’S NOTES
Changes Proposed by the AICPA
Plan to Restructure 
Professional Standards
The AICPA Council has approved 
a restructuring of professional stan­
dards and has authorized a mem­
bership referendum on the approved 
plan during Fall 1987. The plan adopt­
ed by the Council is based on the 
“Report of the Special Committee 
on Standards of Professional Con­
duct of CPAs” (the Anderson Re­
port). The plan consists of six differ­
ent elements:
• A Code of Professional Conduct 
enforceable by specific rules
• A program to monitor practice
• A CPE requirement of 120 hours 
during each three-year period 
for members in public practice
• A CPE requirement of 90 hours 
during each three-year period 
for members not in public prac­
tice
• A post-baccalaureate education 
requirement for entering the pro­
fession to begin in the year 2000
The plan is the AICPA’s answer to 
public criticism and its suggested 
means of providing self-regulation. 
Now it is up to the Council to obtain 
the two-thirds vote necessary for 
approval.
Between nowand the time the bal­
lots are mailed, the Council has 
committed itself to “fully” informing 
AICPA members about the recom­
mendations. In short, this means a 
marketing job is going to be done. 
We may receive more information 
than we want to read — and tapes 
may even be available if we prefer to 
listen.
When we receive the ballot, it may 
be different from previous ballots. 
There’s speculation that it may be 
similar to a corporate ballot in that 
only the recommendations to be 
voted on will be stated; reasons for 
and against a particular recommen­
dation may not accompany this bal­
lot as has been the practice.
The ballot will be designed to 
permit an AICPA member to vote for 
or against all elements of the plan by 
marking one block or to vote on 
each element individually by mark­
ing six blocks. All members of the 
AICPA are affected by some part of 
the plan but not all members by all 
parts. All AICPA members, however, 
will be permitted to vote on all ele­
ments on the ballot. For instance, if 
we are an AICPA member in public 
practice, we will be permitted to vote 
on the 90-hour CPE requirement for 
nonpractice members. Even though 
we are not directly affected by an 
element, we should give it the same 
serious consideration as the ele­
ments which affect us. Remember, 
we are voting on professional stan­
dards, standards that the Council 
says demonstrate a commitment to 
excellence in the next century.
Auditing and
Attestation Standards
The comment period for ten ex­
posure drafts issued by the Auditing 
Standards Board (ASB) of the AICPA 
ends on July 15, 1987. According to 
Dan Guy, AICPA Vice President for 
Auditing, the first standards based 
on the exposure drafts probably will 
be issued around September 15, 
1987, with some standards being 
issued later in the year.
Seven of the exposure drafts pro­
pose changes in existing standards: 
the auditor’s standard report, detec­
tion of errorsand irregularities, detec­
tion of client’s illegal acts, evalua­
tion of an entity’s continued exis­
tence, evaluation of internal control, 
analytical review procedures, and 
communicating on internal control. 
The remaining exposure drafts pro­
pose standards in three new areas: 
auditing accounting estimates, com­
municating with audit committees, 
and examining management’s dis­
cussion and analysis.
In the letter accompanying the 
proposed standards, the ASB rec­
ognizes that a communications gap, 
as well as an expectations gap, exists 
between the profession and users of 
accounting information. When we 
look at the titles of the proposed 
standards, we recognize many of 
them as areas that have plagued 
accountants for several decades. 
We know some of these areas have 
already gone through any number 
of modifications. Let’s hope the 
changes being proposed this time 
are sufficient to close both the com­
munications gap and the expecta­
tions gap.
The Uniform CPA Examination
The AICPA Board of Examiners 
has circulated an exposure draft 
that proposes the following changes 
in the structure and format of the 
Uniform CPA Examination:
• Combine the contents of the 
current Accounting Theory and 
Accounting Practice sections 
and reallocate the subject mat­
ter into two new Accounting and 
Reporting sections
• Make the examination consist 
entirely of objective questions, 
including objective formats other 
than multiple choice
• Shorten the exam to two days 
The effective date of these changes 
would be May 1990.
The Examination still will consist 
of four separately scored sections: 
Accounting and Reporting — A; Ac­
counting and Reporting — B; Audit­
ing; and Business Law. But combin­
ing the Theory and Practice sec­
tions and reallocating the content 
into two new sections will have had a 
marked effect on the percentages 
allocated to certain areas. Take fed­
eral taxation. Prior exams allocated 
20% of the Practice section to fed­
eral taxation. If the proposed 
changes are adopted, the Account­
ing and Reporting — B section will 
have 50% of its content allocated to 
federal taxation. And, remember, this 
is not the second part of a single 
section on accounting and report­
ing; each Accounting and Reporting 
section is scored separately, and a 
grade of 75 must be made on each 
section.
We should all carefully review the 
exposure draft and submit com­
ments before the deadline on August 
17, 1987. The address for obtaining 
copies of the exposure draft and for 
submitting comments is Board of 
Examiners, Examinations Division, 
AICPA, 1211 Avenue of the Ameri­
cas, New York, NY 10036-8775.
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Auditor 
Independence
A Problem to the Profession and the
Public___________________________
By Charles E. Jordan and James G. Johnston
An auditor examines a set of finan­
cial statements in order to form an 
opinion on those financial state­
ments and expresses this opinion in 
an audit report. The primary bene­
ficiaries of an audit report are third- 
party financial statement users. Un­
less auditors are independent of their 
clients and their clients’ financial 
statements, however, audit reports 
will be of little use. This article pro­
vides an examination of some of the 
problems currently facing auditors 
and their independence.
The auditing profession’s stan­
dards recognize two types of inde­
pendence that must be maintained. 
The first type is known as indepen­
dence in fact and relates to auditors’ 
intellectual honesty. Independence 
in fact means that auditors approach 
all matters concerning an audit exam­
Characters in the scenario are (from left to right): the judge (you, the 
reader); C. P. Akins, managing partner in the defendant CPA firm; I. M. 
Slick, attorney for the defense; one of the plaintiffs (an unidentified 
creditor of Client Co.); Fred D. Fastalk, attorney for the plaintiffs.
ination with complete objectivity. It 
also means that auditors must not 
subordinate their judgment to oth­
ers.
The second type of independence 
identified by professional standards 
is known as independence in appear­
ance. Since auditors’ opinions are 
relied upon by third-party financial 
statement users, auditors must be 
perceived as being independent. Au­
ditors must avoid situations that 
might lead others to believe that 
objectivity has been impaired. But 
maintaining an appearance of inde­
pendence is almost an impossible 
task.
On Trial: Independence 
in Appearance
Imagine that a CPA firm in on trial 
for losing its appearance of inde­
pendence. Fortunately, CPA firms 
never find themselves being sued 
simply because they do not appear 
independent, but this is a good way 
of exemplifying the problems that 
plague a firm’s independence in ap­
pearance. The defendant in our 
make-believe trial is Smith, Jones & 
Co. (SJ), a highly reputable CPA 
firm. The plaintiffs are the stock­
holders and creditors of Client Co., 
one of SJ’s audit clients. The plain­
tiffs are suing SJ because they feel 
that the defendant is no longer capa­
ble of making objective decisions 
concerning the examination of Cli­
ent Co.’s financial statements. As­
sume the scenario includes the char­
acters identified in the illustration 
on this page.
With an air of confidence, the 
defense attorney calls only one wit­
ness, C. P. Akins. The questioning of 
this witness proceeds as follows:
I. M. Slick: “Mr. Akins, would you 
please state your firm’s relation­
ship with Client Co.”
C. P. Akins: “We are Client Co.’s 
external auditor. We examine their 
financial statements and provide 
an audit opinion concerning the 
fair presentation of those finan­
cial statements in conformity with 
generally accepted accounting 
principles (GAAP).”
Slick: “Does your CPA firm set forth 
this GAAP?”
Akins: “No, GAAP is promulgated 
by the Financial Accounting Stan­
dards Board (FASB). As an audit­
ing firm, we simply provide rea­
sonable assurance that Client Co. 
has not materially deviated from 
GAAP.”
Slick: “Have you ever had any dis­
agreements with the management 
of Client Co. concerning the prop­
er application of GAAP?”
Akins: “Oh, yes. Disagreements are 
not uncommon, but we (SJ) never 
subordinate our judgment to that 
of the client. We have our profes­
sional reputation and integrity to 
think of, you know.”
Slick: “As far as your audit of Client 
Co. is concerned, to whom is your 
ultimate responsibility owed?”
Akins: “As with any audit engage­
ment, our ultimate responsibility 
is owed to the financial statement 
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users, Client Co.’s investors and 
creditors. Without these third- 
party users, there would be no 
need for an audit engagement.”
Slick: “Do you or any of the other 
partners and employees of your 
firm own stock or other types of 
financial investments in Client 
Co.?”
Akins: “No. The auditing profes­
sion’s code of ethics does not 
allow us to own financial interests 
in the firms we audit. Furthermore, 
none of our employees who work 
on the Client Co. engagement 
have close relatives holding influen­
tial positions within Client Co.”
Slick: “Do any of your employees or 
fellow partners of SJ make man- 
agerial-type decisions for Client 
Co.?”
Akins: “No, we do not engage in the 
management activities of Client 
Co. If we notice inefficiencies in 
Client Co.’s accounting system, 
we do provide recommendations 
and advice for improvement, but 
the decision to implement the im­
provements rests with Client Co.’s 
own management.”
Slick: “I have only one more ques­
tion for you, Mr. Akins. Before 
now, has your firm ever been sued 
for lack of independence?”
Akins: “No. As a matter of fact, we 
have never been sued for any­
thing, until now. As with most 
CPA firms, our most prized pos­
session is our integrity. This integ­
rity keeps us honest and inde­
pendent in all our dealings with 
Client Co.”
Slick: “Before turning Mr. Akins over 
to Mr. Fastalk for cross-examina­
tion, I would like to make a few 
summary remarks to the jury. Mr. 
Akins contends that his firm does 
not owe its ultimate responsibility 
to Client Co. Furthermore, no one 
associated with SJ owns a finan­
cial interest in or makes manager­
ial decisions for Client Co. All 
employees and partners associat­
ed with SJ are professionals and 
are above reproach. There is no 
reason to doubt SJ’s indepen­
dence with respect to its examina­
tion of Client Co.’s financial state­
ments.”
With C. P. Akins still under oath, it 
is time for the prosecuting attorney, 
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Fred D. Fastalk, to cross-examine 
the witness.
Fastalk: “Before questioning the wit­
ness, I would like to remind the 
jury that SJ’s independence, in 
fact, is not on trial here. We are 
concerned only with its appear­
ance of independence. The issues 
I raise will be directed toward 
proving that SJ does not appear 
independent to an investor or cred­
itor.”
Fastalk: [Addressing C. P. Akins] 
“You stated earlier that your firm’s 
ultimate responsibility is to third- 
party financial statement users. 
Did these third-party users hire 
you to perform the audit of Client 
Co.?”
Akins: “No, we were hired by Client 
Co.”
Fastalk: “I see, and who pays your 
fees when you examine Client 
Co.’s financial statements?”
Akins: “Client Co. pays our fees.”
Fastalk: “In terms of total fees gen­
erated, is Client Co. an important 
client of SJ?”
Akins: “Well, yes. Client Co. is our 
firm’s second largest audit client.”
Fastalk: “Approximately what per­
centage of your firm’s total fees 
earned each year are attributable 
to the services performed for Cli­
ent Co.?”
Akins: “That is difficult to say for 
sure, but the revenue generated 
by the Client Co. engagement is 
probably around 5 percent of our 
total revenue.”
Fastalk: “Can Client Co. terminate 
the engagement and seek the ser­
vices of another CPA firm if it so 
desires?”
Akins: “Yes, of course it can.”
Fastalk: “Mr. Akins, your firm’s rela­
tionship with Client Co. seems to 
create an ironic situation. How 
can you expect an investor or 
creditor to believe that you are 
independent and objective with 
respect to Client Co. when your 
firm’s very livelihood depends up­
on the fees paid by Client Co. and 
others like it?”
Akins: “Well, as I stated earlier, we 
are professionals. Our integrity 
keeps us independent. Outsiders 
must have faith in our integrity.”
Fastalk: “Does your firm perform 
services for Client Co. other than 
your annual examination of their 
financial statements?”
Akins: “Yes, we also provide tax 
services and management consult­
ing services for Client Co.”
Fastalk: “In providing tax services, 
just exactly what does your firm 
do for Client Co.?”
Akins: “We do, of course, prepare 
Client Co.’s tax return. In so doing, 
our primary responsibility is the 
legal minimization of Client Co.’s 
income taxes. We also represent 
Client Co. in tax audits and other 
proceedings conducted by the 
IRS.”
Fastalk: “This is quite interesting. 
Your firm is a strict advocate of 
Client Co. when providing tax 
services, but when you audit Cli­
ent Co.’s financial statements, you 
are completely independent and 
objective. Is this a correct state­
ment?”
Akins: “Yes, that is correct.”
Fastalk: “Mr. Akins, could you give 
us an example of the type of man­
agement consulting services your 
firm provides for Client Co.?”
Akins: “Yes, that will be easy. We at 
SJ pride ourselves on being a 
multi-talented CPA firm. We have 
provided consulting services to 
Client Co. on numerous occa­
sions. For example, three years 
ago Client Co. decided to switch 
from a manual periodic inventory 
system to a computerized perpetu­
al inventory system. SJ was en­
gaged as a consultant for this 
transition. We studied the situa­
tion and recommended the com­
puter hardware and software and 
accounting controls we felt would 
be best for Client Co.”
Fastalk: “Mr. Akins, I am confused 
again. When you audit Client Co.’s 
financial statements, does this in­
clude an examination of Client 
Co.’s inventory system?”
Akins: “Yes, we do examine their 
inventory system. Inventory 
makes up a major portion of Client 
Co.’s total assets.”
Fastalk: “How is it that your firm can 
be independent and objective 
when you are evaluating a system 
that was implemented based upon 
your firm’s recommendation? This 
seems like a direct conflict of 
interest. It appears as though you 
are auditing your own firm’s 
work.”
Akins: “No, we are not auditing our 
own work. When we recommend­
ed the inventory system, we were 
working strictly in an advisory 
capacity. It was Client Co.’s man­
agement who actually decided to 
implement the inventory system. 
When auditing the inventory sys­
tem, we are trying to determine if 
Client Co. is using the system 
properly. Thus, we are perform­
ing two completely different roles 
for Client Co.”
Fastalk: “Thank you, Mr. Akins. I 
have no further questions. I would 
now like to make my closing re­
marks to the jury. Ladies and gen­
tlemen of the jury, the task before 
you is to decide if sufficient evi­
dence has been presented to indi­
cate that Mr. Akins’ CPA firm’s 
independence in appearance has 
been impaired.
“The fee relationship that exists 
between Client Co. and its CPA 
firm seems to negate the latter’s 
appearance of independence. The 
non audit services provided by 
the CPA firm also tend to impair 
the firm’s independence. Any pru­
dent investor or creditor must ques­
tion a CPA firm’s ability to be 
independent in one instance and 
a strict advocate in another.
“Mr. Akins’ firm may be indepen­
dent in fact, but this is not the 
issue here. The issue before us is 
whether his firm appears indepen­
dent. I believe the evidence shown 
here today proves that this CPA 
firm’s appearance of indepen­
dence has indeed been impaired.
A jury of reasonable investors and 
creditors could, very easily, find that 
Smith, Jones & Co. is not indepen­
dent in appearance. Even though 
the participants in this make-believe 
trial do not exist, the issues are real. 
Because of the nature of the CPA/ 
client relationships, CPA firms sim­
ply do not always appear indepen­
dent. Note, however, that these inde­
pendence-damaging relationships 
are not new. On the one hand, socie­
ty has tolerated these relationships 
over the years because the ensuing 
benefits are considered “necessary 
evils.” On the other hand, society 
frowns upon the auditing profes­
sion’s apparent inability to maintain 
its independence in fact.
Independence in Fact
Independence in fact means that 
an auditor’s decisions should be 
made objectively, free and clear of 
any influence that other parties or 
factors might bring to bear. Since 
independence in fact deals with intel­
lectual honesty, its existence is dif­
ficult to prove or disprove. Yet, cur­
rently there are certain conditions 
that would seem to create a gray 




recognize two types of 
independence that must 
be maintained.
For example, competition among 
CPA firms has increased dramati­
cally in the last few years. Increased 
competition is the result of, primar­
ily, the sanctioning of competitive 
bidding by the AICPA, a decrease in 
profits due to skyrocketing malprac­
tice insurance rates, and a shrinking 
pool of clients due to numerous 
corporate mergers. The current com­
petitive environment is exemplified 
in a statement made by J. Michael 
Cook, chairman of Deloitte, Haskins, 
& Sells, the nation’s seventh largest 
accounting firm. Cook states: “Five 
years ago, if a client of another firm 
came to me and complained about 
the service, I’d immediately warn the 
other firm’s chief executive. Today, I 
try to take away his client” [Berton, 
1985a].
Competition increases the likeli­
hood that an auditor will be replaced 
by one who is more likely to comply 
with the client’s wishes. Knowing 
that they can be replaced with rela­
tive ease, auditors may approach 
controversial issues with impaired 
objectivity. Because of this in­
creased competition, clients now 
have more power over their audi­
tors.
This increased competition is forc­
ing auditors to hold down their audit 
fees. To hold down audit fees, audit 
engagements are being completed 
more quickly, and substandard audit 
work may be occurring. As a result 
of the need to complete audits more 
quickly, auditors currently face in­
tense time-budget pressures. To 
meet the stringent time budgets, 
auditors resort to various practices. 
Ibrahim [1986] notes that one such 
practice involves signing off on audit 
program steps without ever com­
pleting the steps. Obviously, such a 
procedure results in the reduction of 
audit quality. The frequency of such 
behavior is impossible to determine, 
but a study by Kelly and Seiler [1982] 
showed that over 30 percent of the 
staff auditors responding to their 
survey had performed in such a 
manner.
Another problem plaguing audi­
tor independence results from audi­
tors performing successive audits. 
There are benefits derived from long 
auditor/client relationships; for one, 
auditors do not have to relearn the 
client’s accounting system each 
year. Thus, auditscan be performed 
more efficiently, benefiting both the 
auditors and their clients. However, 
long auditor/client relationships may 
result in auditor complacency. This 
problem was summed up in a 1979 
Senate Subcommittee report on the 
accounting establishment. The re­
port stated:
Long association between a corpora­
tion and an accounting firm may 
lead to such a close identification of 
the accounting firm with the inter­
ests of its client’s management that 
truly independent action by the ac­
counting firm becomes difficult [Met­
calf Report, 1979].
The Subcommittee recommended 
mandatory rotation of auditors at 
periodic intervals. Their suggestion 
fell on deaf ears, and the problem 
still exists today.
Now, several years later, another 
Congressional Subcommittee is exam­
ining the accounting profession. 
Chaired by Representative John Ding­
ell, a Democrat from Michigan, the 
Subcommittee’s primary concern is 
the independence of accountants. 
The Subcommittee’s investigative 
hearings began in early 1985 and 
will not be completed until late 1987 
or perhaps 1988. In his opening 
remarks, Dingell raised an impor­
tant question about auditor indepen­
dence. He stated: “When an indepen­
dent CPA helps set up a company, 
offers it financial and management 
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advice, then performs an audit of its 
books, questions are raised about 
the ability of that accountant to re­
main objective in his dealings” [Wil­
liams, 1985].
This same issue of performing 
nonaudit services was discussed in 
an earlier section of this article deal­
ing with independence in appear­
ance. Dingell’s concern, however, 
runs deeper than an accountant’s 
appearance of independence. Din­
TABLE 1 
A Partial Listing of 
Problem Audits
CPA Firm Involved 
(Year of Audit) Client Co. Audit Problems
Arthur Young & Co. 
(Early 1960’s-1976) 
Frederick McGraw & 
Co. (1977-1983)
Bell & Beckwith Both CPA firms were sued 
because neither followed 
generally accepted auditing 
standards which should 
have revealed the misdeeds 
of the client’s managing 
partner over the years 




Fund of Funds The CPA firm was sued for 
fraud because it failed to 
warn its client, Fund of 
Funds (FF), that it was 
purchasing highly over­
valued investments. FF 
purchased the assets from 
another of AA’s clients. AA 
was sued because they had 
“knowledge of or recklessly 
disregarded” the fraudulent 





The CPA firm failed to 
qualify its opinion even 
though it was evident that 
the client could not raise 
enough capital to survive 
[WSJ Staff, 1981b].




The CPA firm was sued by 
the FDIC for providing the 
bank with a clean opinion 
only a short period of time 
before the bank failed. The 
CPA firm failed to 
recognize that the bank’s 
reserves were inadequate to 
cover bad loans 
[Stricharchuk and Darlin, 
1982].
(continued)
gell and the other members of his 
Subcommittee feel that the account­
ing profession’s ability to remain 
independent in fact may be impaired. 
As Michael Barrett, the Subcommit­
tee’s chief counsel, stated: “We’re 
very concerned that the more hats 
an accounting firm wears for its 
clients, the more the firm is in the 
client’s pocket” [Berton, 1985a].
As mentioned earlier, proving or 
disproving an accountant’s indepen­
dence in fact is almost impossible 
because independence in fact deals 
with an accountant’s mind-set. Since 
mind-reading is out of the question, 
the best way to evaluate the account­
ing profession’s ability to maintain 
independence in fact is to examine 
its recent track record. Table 1 con­
tains a partial listing of questionable 
audits brought to the public’s atten­
tion in the 1980’s.
The listing of questionable audits 
in Table 1 is not all-inclusive, but it is 
sufficient to show that the account­
ing profession is experiencing prob­
lems. Note that the circumstances 
surrounding the questionable audits 
are varied. Some involved personal 
greed; others involved a disregard of 
professional standards. But no mat­
ter what the reason for the problem 
audit — increased competition, au­
ditor complacency or some other 
reason — the end result was a defi­
nite lack of independence. The audi­
tors failed to make the kind of objec­
tive, rational decisions that are ex­
pected of prudent auditors.
Since independence in 
fact deals with intellectual 
honesty, its existence is 
difficult to prove 
or disprove.
Of course, the important concern 
is the pervasiveness of this problem 
within the accounting profession. 
The AICPA feels that cases like those 
shown in Table 1 are only isolated 
occurrences; thus, there is little 
cause for alarm. In regard to the 
number of problem audits that are 
occurring, John W. Zick, chairman 
of the AICPA’s SEC practice sec­
tion, states: “We are aiming for zero 
defects, but we believe the profes­
sion’s record is a good one” [News 
Report, 1985]. Representative Ding­
ell, however, takes quite a different 
stand. He states:
The accounting profession tells 
us with considerable enthusiasm 
that these [problem audits] are only 
a microscopic percentage of the 
total number of audits, and yet one 
of them [ESM Government Securi­
ties] was sufficient to bring about
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TABLE 1 
A Partial Listing of 
Problem Audits 
(continued)
Kenneth Leventhal & 
Co.
(1974-1975)
Emerson’s Ltd. The CPA firm was censured 
by the SEC for conducting 
an audit that was not in 
conformity with generally 
accepted auditing 
standards. The auditors did 
not keep detailed working 
papers, and they “ignored 
warning signals suggesting 
a need to probe further into 
Emerson’s questionable 
accounting practices” [WSJ 
Staff, 1981c].
John P. Butler 
Accountancy Corp. 
(1978)
West Side Mortgage 
Co.
The CPA firm was sued for 
negligence. Among other 
things, the firm failed to 
discover that a $100,000 
note receivable was 
worthless [Berton, 1986b].
Lester Witte & Co. 
(1978)
J. B. Lippincott Co. The SEC censured the CPA 
firm because it did not 
conduct its examination in 
accordance with generally 
accepted auditing 
standards. The CPA firm 
overlooked significant 









The client’s assets and 
profits were materially 
overstated due to improper 
accounting methods. The 
auditors allegedly knew of 
these inaccuracies and 
were therefore grossly 
negligent and reckless in 
performing their duties 
[WSJ Staff, 1985a].
Peat, Marwick, Mitchell 
& Co. (1979)
Itel Corp. The CPA firm gave a clean 
opinion even though the 
client’s income was 
overstated due to 
improperly handled 
defaulted leases [Drinkhall, 
1982].
Amundsen & Co. (1979) Olympic Oil & Gas 
Co.
The CPA firm was sued by 
the SEC. Among other 
things, the CPA firm gave 
Olympic a clean audit 
opinion without even 
conducting an examination 
[WSJ Staff, 1983a].
(continued)
the collapse of the entire state-regu­
lated savings and loan industry in 
the State of Ohio and was attended 
by a significant drop in the value of 
the dollar [Williams, 1985].
Based on the number of lawsuits 
filed against accountants, the public 
also believes the problem to be seri­
ous. Most of the lawsuits are settled 
out of court, with the accounting 
firms paying large settlements. For 
example, Arthur Andersen & Co., 
the nation’s largest CPA firm, has 
had settlements of almost $140 mil­
lion since 1980 [Berton, 1985b].
One final point should be made 
regarding the extent of the inde­
pendence problem. A problem audit 
is usually detected only after the  
audit client files for bankruptcy. As 
long as the client company remains 
solvent, the accountant’s work is 
rarely scrutinized by persons out­
side the profession. This raises a big 
question. If this many problem au­
dits have been detected, how many 
more have gone undetected? Is it 
possible that only the tip of the ice­
berg has been exposed?
B Based on the number of
lawsuits filed against 
accountants, the public 
also believes the problem
to be serious.
Summary and Conclusion
An auditor’s opinion has meaning 
because the public places confi­
dence in the auditor’s ability to make 
decisions objectively. There is no 
doubt that the accounting profes­
sion, as a whole, is comprised of 
men and women of high integrity. At 
the same time, however, accountants 
arehuman. Becausethey are human, 
their audit decisions cannot be made 
in a vacuum. Their decisions always 
have and always will be affected by a 
certain amount of pressure (e.g., 
time-budget pressure and client pres­
sure). When this pressure becomes 
too great, however, the accountant’s 
independence can become im­
paired. The number of questionable 
audits that have been disclosed in 
recent years indicates that perhaps 
this pressure point has been reached 
quite often. Ω
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TABLE 1 
A Partial Listing of 
Problem Audits 
(continued)




The bank collapsed just 
three weeks after receiving 
a clean opinion from the 
CPA firm. Even though 
FDIC examiners were at the 
bank the same time as E & 
W, the accountants did not 
talk to the examiners to find 
out the status of the FDIC 
investigation [Stricharchuk 
and Darlin, 1982].




The CPA firm did not 
qualify its opinion even 
though the client’s income 
was inflated due to 
inadequate reserves for 
losses on workers’ 
compensation cases [WSJ 
Staff, 1983b].
Ernst & Whinney 
(1980)
Dayco Corp. The CPA firm failed to 
detect $120 million in 
phony orders for rubber 
hoses and belts and $14 
million in advance 
commissions paid a sales 
agent who allegedly placed 




AM International The SEC sued the CPA firm 
because the auditors knew 
of, or “but for a conscious 
or reckless disregard for the 
facts” would have known of, 
many instances where the 
financial statements were 
not in accordance with 
GAAP [WSJ Staff, 1985b].




A CPA firm partner 
accepted personal 
payments totaling $125,000 
from officers of the client 
company. In return, even 
though the client was 
insolvent, clean audit 
opinions were given on the 
client's financial statements 
from 1980-1983 [Brannigan, 
1985].
Peat, Marwick, Mitchell 
& Co. (1981)
Penn Square Bank Along with officers of the 
bank, the CPA firm was 
sued for fraud for 
concealing the 
nonperformance of certain 
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TABLE 1 
A Partial Listing of 
Problem Audits 
(continued)
Fox & Co. (1981) Alpex Computer 
Corp.
The CPA firm was censured 
by the SEC for performing a 
reckless audit. The firm did 
not adhere to professional 
standards. This resulted in 
its failure to discover 
material fraudulent 
transactions, including 
worthless notes and 
overvalued real estate 
property [Wendell, 1985].
Coopers & Lybrand 
(1981-1982)
Digilog Inc. The SEC charged that the 
CPA firm had engaged in 
“improper professional 
conduct” when it issued a 
clean opinion on the client’s 
financial statements.
Digilog failed to consolidate 
its financial statements with 
that of DBS International, a 
company controlled by 
Digilog. This resulted in a 
$1.2 million overstatement 
of Digilog's 1982 pre-tax 
earnings [Ingersoll, 1984].
Seidman & Seidman 
(1983)
Chronar Corp. The CPA firm was censured 
by the SEC for failing to 
gather sufficient evidence 
to warrant the clean opinion 
given. The CPA firm did not 
challenge two questionable 
transactions that overstated 
revenue by $2.7 million 
[Ingersoll, 1985].
Numerous CPA firms 
(1984)
Government grants A GAO study asserted that 
1/3 of the audits performed 
on government grants by 
accounting firms in 1984 
were sloppy and may 
warrant discipline by the 
state regulators. 
Furthermore, many 
accountants conceded that 
their audits of U.S. grants 
were inadequate [Berton, 
1986a].
Touche Ross & Co. 
(1984)
Beverly Hills Savings 
& Loan
The CPA firm helped its 
failing client restructure 
some of its ailing 
investment projects into 
equity-participation loans. 
This allowed the client to 
accrue interest on these 
loans and was a highly 
questionable accounting 
practice [Pound, 1985].
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Accounting Theory 
and the CPA Exam
By Debra A. Bullis and William C. Kilpatrick
The Accounting Theory section of 
the Uniform CPA Examination may 
end on the November 1989 exam 
date. An exposure draft, “Proposed 
Changes in the Uniform CPA Exam­
ination,” prepared by the AICPA 
Board of Examiners, advocates the 
combination of the AccountingTheo­
ry and Accounting Practice sections. 
The current subject matter of these 
two sections would be reallocated 
into two new sections, Accounting 
and Reporting — A (Business Enter­
prises) and Accounting and Report­
ing — B (Taxation; Managerial; and 
Governmental and Not-For-Profit 
Organizations). The Board has pro­
posed the combination of the two 
sections because of content overlap 
and to “eliminate duplication’’ 
[AICPA, 1987].
The Study
The purpose of this research was 
to determine if the Accounting The­
ory section of past Uniform CPA 
Examinations was a duplication of 
accounting practices and proce­
dures or if the exams actually tested 
candidates on their knowledge of 
accounting theory. The research con­
sisted of:
A. Developing criteria for differ­
entiating between exam ques­
tions dealing primarily with 
theory and those dealing 
primarily with practice;
B. Reviewing the multiple choice 
questions of the theory por­
tions of the Uniform CPA 
Examinations given from May 
1980 through May 1985, and 
classifying the questions 
asked on those exams accord­
ing to our established criteria;
C. Analyzing and summarizing 
the results of the review;
D. Drawing conclusions about 
what has been done in the 
past and what implications 
this may have for the profes­
sion in the future.
Differentiating Between 
Theory and Practice
To develop criteria for differentiat­
ing between exam questions deal­
ing primarily with theory and those 
dealing primarily with practice, it 
was necessary to first differentiate 
between accounting theory and ac­
counting practice. The profession 
has struggled in its effort to provide 
a central unifying theory; in the con­
tinuing process, a variety of terms, 
sometimes without clear definitions, 
have been used. The words “con­
cepts,” “principles,” “postulates,” 
“standards,” “rules,” “procedures,” 
and “methods” have been used in 
discussing accounting theory as well 
as accounting practice.
Based on the criteria 
established, all multiple 
choice theory exam 
questions were evaluated 
and classified as either a 
theory question or a 
practice question.
The AICPA has had a great influ­
ence on the development of account­
ing theories, policies, and proce­
dures. From the beginning, the 
AICPA conducted research into spe­
cific issues by appointing separate 
committees to find an “answer” to 
each practice problem that emerged. 
The Committee on Accounting Proce­
dure, as the name implies, dealt 
primarily with questions concerning 
appropriate accounting treatment of 
specific items. However, in relation 
to this problem by problem ap­
proach, George May [1958] encour­
aged the AICPA to “issue a state­
ment on the subject of the distinction 
between principles and the methods 
of implementing them.”
The Accounting Principles Board 
(APB), successor to the Committee 
on Accounting Procedure, also is­
sued a series of opinions on various 
subjects. A majority of these pro­
nouncements dealt with specific 
questions of accounting treatment 
rather than discussing general ques­
tions of accounting theory.
At the time the APB was created, 
an Accounting Research Division 
was organized with its purpose being 
to reduce to writing (without regard 
to practice) what were considered 
generally accepted accounting prin­
ciples. Both the APB and the Direc­
tor of Accounting Research actively 
promoted research in an effort to 
establish a broad framework of ac­
counting postulates and principles. 
Accounting Research Study No. 1, 
“The Basic Postulates of Account­
ing,’’ and Accounting Research 
Study No. 3, “A Tentative Set of 
Broad Accounting Principles for Bus­
iness Enterprises,” were issued. Af­
terconsideration, these studies were 
rejected by the APB because they 
were felt to be too different from the 
accounting principles which were in 
use at the time.
With the rejection of the above 
studies, the opinions issued by the 
APB continued to deal primarily with 
specific problems of presentation or 
calculation. Even with the rejection, 
the need to establish a general frame­
work of theory was still recognized 
within the profession and continued 
to be discussed in the literature. For 
example, the American Accounting 
Association published A Statement 
of Basic Accounting Theory in which 
theory was described as a “coherent 
set of conceptsexplaining and guid­
ing the accountant’s action in identi­
fying, measuring, and communicat­
ing economic information” [1966, p. 
2]. And according to Robert R. Ster­
ling, “the theory of accounting ought 
to be concerned with accounting 
phenomena, not practicing accoun­
tants, in the same way that theories 
of physics are concerned with phys­
ical phenomena, not practicing phys­
icists” [1970, p. 450].
The Financial Accounting Stan­
dards Board (FASB) has been com­
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mitted to the development of a theo­
retical framework since its inception 
in 1973. The FASB has explained its 
Concepts Statements as follows:
This statement of Financial Ac­
counting Concepts is one of a se­
ries of publications in the Board’s 
reporting. Statements in the series 
are intended to set forth objectives 
and fundamentals that will be the 
basis for development of financial 
accounting and reporting stan­
dards. The objectives identify the 
goals and purposes of financial 
reporting. The fundamentals are 
the underlying concepts of finan­
cial accounting — events, and cir­
cumstances to be accounted for, 
their recognition and measure­
ment, and the means of summariz­
ing and communicating them to 
interested parties. Concepts of that 
type are fundamental in the sense 
that other  concepts flow from them 
and repeated reference to them 
will be necessary in establishing, 
interpreting, and applying account­
ing and reporting standards [SFAC 
No. 2].
The FASB considers the theoreti­
cal framework of accounting to con­
sist of the objectives and fundamen­
tal concepts of financial accounting 
and reporting, separate from the 
procedural aspects of standards. 
The former, objectives and concepts, 
underly and give theoretical direc­
tion to the latter, standards and prac­
tices.
A consensus exists in accounting 
literature for separating elements of 
theory, which are referred to as fun­
damental and general, from the ele­
ments of practice, which are referred 
to as specific and deal with ques­
tions of presentation and measure­
ment.
CPA Exam Questions — 
Criteria
In establishing the criteria by 
which the CPA Exam questions were 
evaluated, all of the foregoing infor­
mation was considered. The differ­
entiation between accounting the­
ory and accounting practice was 
used to make a distinction between 
what constituted a theory question 
as opposed to a practice question. 
Thus, theory questions would do 
one or more of the following:
1. Deal with the why of mea­
surement, recognition, and 
reporting as opposed to the 
how and when
2. Include specific references to 
the concepts, postulates or 
principles
Practice questions would do one or 
more of the following:
1. Require that mathematical 
calculations be performed in 
order to answer the question
2. Ask how or when a specific 
amount is calculated (ex: 
earnings per share, deprecia­
tion, interest, etc.)
3. Ask how or when a specific 
item should be recognized or 
recorded in the accounts (ex: 
date of recognition, what type 
of account, which account is 
debited or credited, etc.)
4. Ask how or when specific 
financial statements are pre­
pared (ex: handling inventory 
change on the statement of 
changes in financial position, 
etc.)
5. Ask how or when specific 
items are presented in the 
financial statements (ex: con­
tingencies, changes in 
accounting estimates and 
principles, prior period 
adjustments, etc.)
6. Ask how or when specific dis­
closures are made in conjunc­
tion with the financial state­




Based upon the criteria estab­
lished, all multiple choice theory
TABLE 1
Summary of Numerical Findings
Practice Theory
Exam Date Questions Percent Questions Percent
May 1980 53 88 7 12
Nov. 1980 53 88 7 12
May 1981 55 92 5 8
Nov. 1981 55 92 5 8
May 1982 53 88 7 12
Nov. 1982 57 95 3 5
May 1983 54 90 6 10
Nov. 1983 55 92 5 8
May 1984 56 93 4 7
Nov. 1984 53 88 7 12
May 1985 56 93 4 7
Totals 600 91 60 9
The results of the 
research indicate that 
the theory exam is not, in 
fact, an examination of 
Accounting Theory, but 
rather an extension of 
the practice exam.
exam questions were evaluated and 
classified as either a theory question 
or practice question. (The essay ques­
tions on the theory portion of the 
exam were not considered within 
the scope of this research.) A total of 
660 questions were evaluated from 
the 11 exams, starting with the May 
1980 exam and including the May 
1985 exam. From the 660 questions, 
600 were classified as practice-type 
questionsand only 60 (or 9 percent) 
were classified as theory questions. 
Table 1 presents a summary of each 
exam with a percentage breakdown 
by question type.
Conclusions
In the past five years, has the pro­
fession truly required an understand­
ing of accounting theory by those 
persons entering the profession? 
Based on this research, the answer 
to this question is NO! The results of 
the research indicate that the theory 
exam is not, in fact, an examination 
of Accounting Theory, but rather an 
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extension of the practice exam. If 
the proposed change of combining 
the Accounting Practice and Ac­
counting Theory sections of the Uni­
form CPA Examination takes place, 
one problem will have been solved 
— the duplication of the Accounting 
Practice and Accounting Theory sec­
tions of the exam.
There is the other problem of the 
possibility that theory will be even 
more ignored in the future than in 
the past. The total elimination of 
theory questions is a distinct possi­
bility since the “Proposed Changes” 
plainly state that the primary pur­
pose of the examination is to test a 
candidate’s technical competence 
[AICPA, 1987].
Assuming these conclusions are 
true (or even partially true), what 
implications do they have for the 
accounting profession in general? 
They imply that the practicing seg­
ment of the profession may be with­
out a theoretical base. It means the­
ory, as described in this paper, is 
almost nonexistent where it matters 
the most — in the practice of the 
discipline itself.
In 1918, Middletech called for a 
theoretical development within the 
profession to handle the “serious 
and devastating” problems in ac­
counting caused by inflation [Mid­
dletech, 1918]. Today, more than 65 
years later, the same issue remains 
unresolved. In a professional envir­
onment as complex and dynamic as 
accounting, it seems only reasona­
ble that another 65 years should not 
pass while long-term solutions to 
the serious issues confronting the 
profession are ignored. How else 
can such issues be resolved except 
with the help of theoretical guid­
ance?
The total elimination of 
theory questions is a 
distinct possibility since 
the“Proposed Changes” 
plainly state that the 
primary purpose of the 




Accounting theory needs to be­
come a more integral part of the pro­
fession. This can begin within the 
educational system, the great force 
for change in society. The gulf be­
tween academicians and practition­
ers must be bridged. It is recom­
mended that the educational curricu­
lum in universities be modified so 
that undergraduates have a more 
intense exposure to accounting theo­
ry; students of accounting must re­
ceive a more thorough exposure to 
theoretical principles, principles that 
will then be carried with them into 
professional practice.
It is recommended that the Ac­
counting Theory section of the Uni­
form CPA Examination be continued 
and, at the same time, that the dupli­
cation between the Practice and Theo­
ry sections be eliminated. The Ac­
counting Theory section should
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focus entirely on theory so that CPA 
candidates will, in turn, focus on 
theory. Ω
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By Joyce C. Kilpatrick
Introduction
Intercollegiate athletics programs 
have grown until they are big busi­
ness. For example, each university 
among the Final Four in the 1985 
NCAA basketball tournament re­
ceived $751,899. Even first-round 
losers received more than the 
$133,381 that UCLA received for 
winning the 1975 national champion­
ship. Millions can be earned by 
schools participating in postseason 
football games; schools competing 
in games that are played in the Cot­
ton Bowl, Orange Bowl, Rose Bowl, 
and Sugar Bowl receive from $2 mil­
lion to $6 million [Lowitt and Bock, 
1985, p. 4B].
As intercollegiate athletic reve­
nues grew, more schools entered 
the competition. When competition 
increased, abuses, problems, and 
violations of rules and regulations 
also increased. Publicity relative to 
these infractions became front-page 
headlines.
Higher education and NCAA admin­
istrators responded positively to the 
criticisms and publicity. Recent 
NCAA reform rules require more 
self-regulation. Properly administer­
ing athletic activities has always re­
quired extensive administrative ef­
forts at various management levels 
within educational institutions. Now, 
additional effort must be expended 
and an efficient and effective self­
monitoring system is a necessity.
A valuable tool for management to 
use in the institution’s self-monitor­
ing process is the internal audit, 
which various institutions have be­
gun to require for intercollegiate 
athletics programs. For example, in 
1983, Tennessee’s State Board of 
Regents System of Colleges and 
Universities, which includes six re­
gional universities, initiated an inter­
nal audit system to examine com­
pliance with NCAA’s academic and 
financial guidelines.
Background of NCAA 
Reform Legislation
The NCAA reform legislation 
evolved from a series of events that 
occurred over a period of time. A 
chronological listing of actions taken 
to enhance the integrity of intercol­
legiate athletics programs includes:
• Proposition 48 approved by 
NCAA
• Presidents’ Commission estab­
lished by NCAA
• Chief executive officers of NCAA 
member institutions surveyed by 
Presidents’ Commission
• New rules approved by NCAA
Proposition 48 Approved. Institu­
tional administrators demonstrated 
their willingness to assume in­
creased responsibility for student­
athletes’ academic pursuits by ap­
proving Proposition 48 at the Nash­
ville, Tennessee, convention. Propo­
sition 48 requires 1986 freshmen 
student-athletes to meet more rig­
orous academic standards.
Presidents’ Commission Estab­
lished. In 1983, the American Coun­
cil of Education (ACE) sponsored a 
proposal to give college and univer­
sity presidents control over most of 
the association’s activities and poli­
cies, particularly those involving aca­
demic standards. The purpose of 
the proposal was to eliminate abuses 
in areas of intercollegiate athletics, 
including recruiting and scholastic 
eligibility rules.
In January 1984, the NCAA defeat­
ed the ACE’s proposal. As a com­
promise, the NCAA Council en­
dorsed establishing a 44-member 
Presidents’ Commission with advi­
sory, rather than rule-making, au­
thority. Establishing this commis­
sion, which would provide a means 
for increased presidential involve­
mentin intercollegiate athletics, was 
a momentous event. This was the 
first time in the NCAA’s history that 
college presidents were given a 
formal role in the association 
[NACUBO, February 1984, p. 4].
Chief Executive Officers Sur­
veyed. The first major task per­
formed by the Commission was to 
focus attention on violations govern­
ing recruiting, fiscal integrity, aca­
demic standards, amateur status, 
and ethics. Early in 1985, the Presi­
dents’ Commission surveyed presi­
dents and chancellors of NCAA mem­
ber institutions regarding integrity 
and economic issues in athletics. 
John W. Ryan, Chairman of the Presi­
dents’ Commission, said that the 
poll was “the most comprehensive 
and definitive national survey of pres­
idential views regarding athletics 
ever taken” [NACUBO, May 1985, p. 
13].
About 60 percent of those sur­
veyed responded. Survey responses 
revealed that chief executive officers 
were very concerned about viola­
tions occurring in academic, fiscal, 
and administrative areas of intercol­
legiate athletics. Ninety-nine percent 
of the respondents were concerned 
about integrity problems, and 80 
percent expressed concern about 
income-generating demands of Divi­
sion I sports.
Although a proposal requiring an-
rol valuable tool for 
management to use in 
the institution’s self­
monitoring process is 
the internal audit. . . 
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nual internal audits of athletics was 
easily defeated at the NCAA Con­
vention in January 1985, 87 percent 
of survey respondents thought that 
mandatory annual audits of athletic 
budgets should be conducted by 
either internal or independent audi­
tors [NACUBO, May 1985, p. 13]. 
This was a clear indication that the 
tide had turned. Chief executive of­
ficers wanted to tighten controls on 
intercollegiate athletics programs, 
and they were willing to institute 
measures to monitor those controls.
New Rules Approved. In June 
1985, a special NCAA Convention 
was called, and the Presidents’ Com­
mission sponsored eight legislative 
proposals, developed after compil­
ing survey findings. Approximately 
440 delegates in attendance voted 
almost unanimously in favor of the 
eight proposals; four other propos­
als were also approved.
The new rules impose stiffer penal­
ties for cheating in recruiting and set 
up a system of determining the seri­
ousness of rule violations. Penalties 
placed upon coaches will follow 
them to other universities, and ath­
letes will be held responsible for rule 
violations. In addition, the new rules 
limit the number of athletic contests 
per year and require athletes and 
coaches to sign affidavits concern­
ing financial aid [NACUBO, August 
1985, pp. 8-9].
Two of the approved proposals 
are related to institutional control 
and responsibility for an intercolle­
giate athletics department’s finan­
cial affairs. The first, Constitution 3- 
2-(b), requires that a member institu­
tion’s annual intercollegiate athletics 
budget (1) be controlled by the insti­
tution, (2) be subjected to normal 
budgeting procedures, and (3) be ap­
proved by the institution’s chief exec­
utive officer or designee.
The second proposal amended 
NCAA Constitution 3-2 by adding 
paragraph (c) which requires that all 
expenditures for, or in behalf of, an 
institution’s athletics program, includ­
ing those by outside entities, to be 
audited annually by a qualified audi­
tor who is not a staff member of the 
institution [NCAA, 1986b, p. 17].
Article 4, Section 2, paragraph (b) 
of the NCAA Constitution, Institu­
tional Self-Study of Athletics, was 
also approved. This section requires 
each member institution, as a condi­
tion and obligation of NCAA mem­
bership, to conduct a comprehen­
sive self-study of its intercollegiate 
athletics program at least once every 
five years [NCAA, 1986b, p. 31].
Ted Tow, NCAA staff liaison to the 
Presidents’ Commission, was report­
ed in Business Officer as saying: 
“The reform measures undertaken 
by the Presidents’ Commission are 
meant to promote institutional self­
control over athletic programs rather 
than active monitoring by the NCAA” 
[NACUBO, August 1985, p. 9].
Internal Auditors’ Role
An internal auditing department, 
which functions by examining and 
evaluating the adequacy and effec­
tiveness of other controls, is an inte­
gral part of an institution’s system of 
management control. A fundamen­
tal objective of internal auditing is to 
assist administrators in the effective 
discharge of their responsibilities by 
providing appraisals and recommen­
dations concerning their activities.
The department’s organizational 
status within the institution enables 
its staff to function freely (with full 
access to personnel, records, and 
physical property) in carrying out 
responsibilities. The independent na­
ture of the internal auditing function 
gives assurance that impartial and 
unbiased opinions can be rendered 
on information obtained.
Chief executive officers 
wanted to tighten 
controls on 
intercollegiate athletics 
programs, and they were 
willing to institute 
measures to monitor 
those controls.
Internal auditors are technically 
trained to review policies, proce­
dures, rules, and regulations and to 
test compliance. They also possess 
the expertise required to review the 
system of internal control and to 
determine if the controls are operat­
ing as intended. Thus, by requiring 
internal auditors to perform audits 
of intercollegiate athletics, chief exec­
utive officers can efficiently and effec­
tively monitor overall management 
of athletics.
By performing internal audits of 
athletics, institutions may also be 
able to reduce audit fees for re­
quired external audits. Guidelines 
published by the NCAA for conduct­
ing the financial audit state:
Work performed by internal aud­
itors. . .would not meet the require­
ments of this legislation. Indepen­
dent auditors may, however, use 
work performed by internal audi­
tors to assist them in performing 
an audit of the financial activities 
of an intercollegiate athletics de­
partment. The independent auditor 
should follow the guidance in the 
AICPA’s Statement on Auditing 
Standards No. 9 entitled, “The Ef­
fects of an Internal Audit Function 
on the Scope of an Independent 
Auditor’s Examination [NCAA, 
1986c, p. 8].
Statement on Auditing Standards 
No. 9 (SAS 9) takes the position that 
the work of internal auditors cannot 
be substituted for the work of inde­
pendent auditors, but that indepen­
dent auditors should assess the ex­
istence and quality of the internal 
audit function in evaluating the inter­
nal control system. SAS 9 also states 
that independent auditors should 
review objectivity and competence 
of the internal audit staff and evalu­
ate work performed so that they will 
have a basis for determining the 
extent to which they may limit their 
audit procedures in reliance upon 
the internal auditor’s contribution to 
internal control.
Auditing Academic and 
Financial Aid Eligibility 
of Student-Athletes
An “Operational and Compliance 
Internal Audit of Academic and Finan­
cial Aid Eligibility of Student-Ath­
letes” should be performed in ac­
cordance with the Standards for the 
Professional Practice of Internal 
Auditing (SPPIA). Standard 400, “Per­
formance of Audit Work,” states: 
“AUDIT WORK SHOULD INCLUDE 
PLANNING THE AUDIT, EXAMIN­
ING AND EVALUATING INFORMA­
TION, COMMUNICATING RE­
SULTS, AND FOLLOWING UP” 
[SPPIA 400].
Planning the Audit. The early-plan­
ning phase of the audit includes the 
following:
• Obtaining relevant knowledge
• Establishing audit objectives
• Arranging a preliminary confer­
ence
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TABLE 1
Specific Objectives of An Internal Audit
Academic and Financial Aid Eligibility of Student-Athletes
• To determine if number of athletic awards by sport complied with 
total awards allowed by NCAA and conference regulations.
• To determine if student-athletes:
1) Were admitted in accordance with the institution’s published 
entrance requirements
2) Had met institutional retention standards
3) Were in compliance with institutional and NCAA satisfactory 
progress requirements
4) Were notified of the institution’s intent to renew scholarship or 
grant-in-aid awards in accordance with NCAA regulations
• To determine if student-athletes’ files included documents to sub­
stantiate compliance
• To determine if hours earned, grade-point average, and other data 
reported on eligibility reports were accurate and agreed with offi­
cial transcripts and other supporting documents
• To determine if student-athletes received written notification of 
financial aid as required by the NCAA
• To determine if scholarship student-athletes who received Pell 
Grants were limited to amount of cash they might receive for 
miscellaneous expenses in accordance with NCAA regulations
• To determine if student-athlete(s) identified as violating insti­
tutional, NCAA, or conference rule(s) were allowed to participate 
in competition
• To determine if prior audit recommendations were implemented
• To make recommendations to management to correct deficien­
cies or to improve operations
• Reviewing internal controls
• Preparing audit program
Obtaining relevant knowledge. 
Standard 200, “Professional Profi­
ciency,” states that “INTERNAL 
AUDITS SHOULD BE PERFORMED 
WITH PROFICIENCY AND DUE PRO­
FESSIONAL CARE” [SPPIA200]. To 
meet the proficiency requirement, 
internal auditors must be familiar 
with, not only institutional policies 
and procedures, but also NCAA and 
conference (if applicable) rules and 
regulations.
Establishing audit objectives. The 
overall objective is to ascertain that 
student-athletes certified as eligible 
to participate in intercollegiate ath­
letics have, in fact, met eligibility 
criteria of the NCAA and conference 
(if applicable). Specific objectives 
are given in Table 1.
Arranging Preliminary Confer­
ence. A preliminary informational 
meeting should be arranged be­
tween the director of internal audit­
ing and certain key personnel. Repre­
sentatives from various areas in­
volved in the audit should be present. 
These may include the president, 
athletic director, business officer, 
admissions and records officer, stu­
dent aid director, and faculty repre­
sentative for athletics. The meeting 
should set the tone for the audit, 
emphasizing cooperation. The direc­
tor of internal auditing should be 
open and candid about audit objec­
tives and should stress that man­
agement will be informed promptly 
of deficiencies.
Reviewing Internal Controls. 
SPPIA 300 states: “THE SCOPE OF 
THE INTERNAL AUDIT SHOULD EN­
COMPASS THE EXAMINATION AND 
EVALUATION OF THE ADEQUACY 
AND EFFECTIVENESS OF THE OR­
GANIZATION’S SYSTEM OF INTER­
NAL CONTROL AND THE QUALITY 
OF PERFORMANCE IN CARRYING 
OUT ASSIGNED RESPONSIBILI­
TIES” [SPPIA 300]. Thus, internal 
auditors should appraise the ade­
quacy of the system of internal con­
trol established to ensure compli­
ance with institution, NCAA, and 
conference plans, policies, proce­
dures, regulations, and rules. The 
extent to which established goals 
and objectives are being met should 
also be determined.
Information relating to internal con­
trols for intercollegiate athletics can 
be obtained by reviewing the Guide 
to Institutional Self-Study to En­
hance Integrity in Intercollegiate Ath­
letics (ISSG). The document, which 
was developed to help NCAA mem­
ber institutions meet the self-study 
requirements of Constitution 4-2- 
(b), is similar to an internal control 
questionnaire and includes guid­
ance designed to:
(1) “sensitize” top administra­
tors of NCAA member insti­
tutions to major types of prob­
lems that commonly occur 
in intercollegiate athletics pro­
grams;
(2) “identify” specific areas in 
their own athletics programs 
that may represent potential 
problems; and
(3) “guide” actions that might 
prevent or minimize the se­
verity of those problems 
[NCCA, 1986d].
The first self-study may not have 
been completed by the institution. 
However, a review of the guidelines 
will provide (1) background infor­
mation relative to controls which the 
NCAA deems important, and (2) in­
sight into potential problems in the 
following areas:
• Institutional purpose and athlet­
ics philosophy
• Authority of the chief executive 
officer in personnel and finan­
cial affairs
• Athletics program organization 
and administration
• Athletics program finances
• Employment of athletics pro­
gram personnel
• Sports program
• Recruiting, admissions, and eligi­
bility
• Services for student-athletes
• Student-athlete profiles [NCAA 
ISSG, 1986a]
Two of the approved 
proposals are related to 
institutional control and 
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An effective system of internal 
control for reporting and monitoring 
academic and financial aid eligibility 
of student-athletes should include 
the components listed in Table 2.
Preparing audit program. As 
strengths and weaknesses in the 
system of internal control and other 
special considerations are encoun­
tered, any “tentative” audit program 
will require modification. However, 
to provide assurance that essential 
verification steps are performed, the 
audit program should include de­
tailed audit instructions to accom­
plish each audit objective. Essential 
steps for performing the eligibility 
audit of student-athletes are given in 
Table 3.
Examining and Evaluating Infor­
mation. In determining the extent of 
reliance on the work of internal audi­
tors, independent auditors must re­
TABLE 2 
Components of the System of Internal Control 
Academic and Financial Aid Eligibility of Student-Athletes
• Written policies and procedures
• Competent personnel with clear lines of responsibility and au­
thority
• Procedures to ensure that staff responsible for reporting and mon­
itoring eligibility for participation and financial aid understand 
institutional, NCAA, and conference rules
• Controls sufficient to ensure:
1) Identification of all student-athletes
2) Number of athletic awards per sport in compliance with NCAA 
and conference regulations
3) Certification before participation that student-athletes had 
met all admission, retention, and satisfactory progress require­
ments
4) Immediate identification of student-athletes who drop below 
required credit load for term of competition
5) Notification to student-athletes, in accordance with NCAA 
regulations, of intent to renew scholarship or grant-in-aid 
awards
6) Adequate documentation of student-athletes’ files
7) Accuracy of information on eligibility reports before sub­
mission to university, NCAA, or conference officials
8) Written notification to student-athletes of financial aid forterm 
of award
9) Determination of total financial aid amount for each student­
athlete
10) Cash amounts received from Pell Grants do not exceed NCAA 
limits
11) Student-athlete(s) identified as violating institutional, NCAA, 
and/or conference regulation(s) do not compete
• Careful and continuous internal verifications performed by indi­
viduals independent of those responsible for original data prepa­
ration
view the competence of the audit 
staff and evaluate work performed. 
Internal auditors should strive to 
increase the extent to which inde­
pendent auditors may rely on their 
work. This may be accomplished by 
examining and evaluating informa­
tion and by preparing working pa­
pers in accordance with internal aud­
iting standards. Professional Stan­
dard 420 states:
Internal auditors should collect, 
analyze, interpret, and docu­
ment information to support 
audit results . . .
. 2 Information should be suffi­
cient, competent, relevant, 
and useful to provide a sound 
basis for audit findings and 
recommendations . . .
. 5 Working papers that docu­
ment the audit should be pre­
pared by the auditor. . .
These papers should record 
the information obtained and 
the analyses made and should 
support the bases for the find­
ings and recommendations re­
ported [SPPIA 420].
Thus, by requiring 
internal auditors to 
perform audits of 
intercollegiate athletics, 
chief executive officers 
can efficiently and 
effectively monitor 
overall management of 
athletics.
Communicating Results. The atmo­
sphere throughout the audit process 
should be a positive, constructive 
one of gathering evidence to sub­
stantiate the integrity of intercolle­
giate athletics. Written or oral inter­
im reports should be transmitted 
formally or informally to appropriate 
management. These reports provide 
opportunities to:
• Encourage open communication
• Promptly inform responsible man­
agers of deficiencies
• Thoroughly discuss findingsand 
support for them
• Resolve questions or 
interpretations as to facts
• Enable management to initiate 
corrective action efficiently and 
immediately
A signed, written report should be 
prepared when the audit is com­
pleted. Deficiency findings should 
be clearly and fully communicated, 
and recommendations for corrective 
actions and potential improvements 
should be made. Prominent space 
should be given to management’s 
completed, started, and planned cor­
rective actions.
Follow Up. Internal auditors have 
an inherent responsibility for follow­
ing up to ascertain that corrective 
action was taken. Professional Stan­
dard 440.1 states: “Internal auditing 
should determine that corrective ac­
tion was taken and is achieving the 
desired results, or that management 
or the board has assumed the risk of 
not taking corrective action on report­
ed findings” [SPPIA 440.1 ].
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TABLE 3 
Audit Program 
Academic and Financial Aid Eligibility of Student-Athletes
• Review policies, procedures, rules, and regulations
• Interview management and staff of Accounting Office, Athletic 
Office, Admissions and Records Office, Financial Aid Office,and 
other appropriate staff to determine personnel competency and 
accessibility to and understanding of procedures and regulations 
in areas of responsibilities and authorities
• Determine sample size; a 100 percent sample is beneficial for the 
first audit
• Obtain copies of athletic eligibility reports for all sports for the 
audit period; perform the following:
1) Verify that all student-athletes have been identified by compar­
ing names on reports to financial aid awarded per athletic 
records
2) Compare the number of athletic awards per sport to the 
number allowed per NCAA and/or conference regulations
• For all student-athletes (or selected sample) on the reports:
1) Review admission records to determine that:
a) Admission was in accordance with the institution’s pub­
lished entrance requirements
b) High school transcripts documenting grade-point averages 
of at least 2.0 on a 4.0 scale are in files of entering freshmen 
c) Sufficient documentation is in transfer-student files
2) Compare credit hours earned on official transcripts to credit 
hours:
a) Reported on eligibility reports
b) Required to meet minimum retention standards
c) Required to meet satisfactory progress requirements
d) Required for term of competition
3) Compare courses listed on transcripts to curriculum and other 
institutional requirements
4) Examine documentation to determine that:
a) Renewals of scholarship or grant-in-aid awards are made 
on or before July 1
b) Student-athletes received written statements of financial 
aid awards for the academic year and summer school as 
required by NCAA
c) Combined total of athletic scholarship, Pell Grant, and 
other countableaid awarded did not exceed amount allowable 
under NCAA constitution
• For student-athlete(s) identified as violating institutional, NCAA, 
and/or conference rule(s), indicate the number of regular and 
postseason contests and dates of participation during period of 
violation
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Conclusion
NCAA reform legislation, adopted 
in June 1985, requires increased 
self-regulation of intercollegiate ath­
letics by institutions. A more effi­
cient and effective self-monitoring 
system can be obtained by requiring 
internal auditors to perform annual 
internal audits of athletic activities. 
The audits will assist institutional 
administrators in their efforts to im­
prove the integrity of intercollegiate 
athletics by providing impartial and 
unbiased appraisals of information 
examined. Ω
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Initial Audit Staff 
Training Schools 
Should Some Audit Experience 
Come First?
By Tim Kelley
When is the ideal time to have staff 
auditors attend an initial audit staff 
training school? While most all larger 
CPA firms have a few initial days of 
training to teach their new auditors 
the workpaper techniques used by 
the firm, the timing of the one- to 
two-week initial staff training school 
varies. Some larger firms have the 
policy of having as many of their 
auditors as possible attend the initial 
audit staff training school before 
receiving any audit experience; other 
firms attempt to arrange this train­
ing school so that most auditors will 
have several months of audit expe­
rience before attending the training 
school. Still other firms have no set 
policy concerning the timing of the 
initial staff training school and allow 
the timing of audit jobs and hire 
dates to dictate the sequence of the 
training school and audit experi­
ence.
This article presents the results of 
a recent study concerning the rela­
tive effectiveness of the different 
training practices. Three offices of 
Big Eight firms in a large southwest­
ern city agreed to participate in the 
study. The firms had different philos­
ophies concerning the timing of the 
initial audit staff training school, but 
their approaches could be generally 
classified as (1) having experience 
first, (2) having training first, and (3) 
having no set policy.
Only auditors with one to three 
years of experience took part in the 
current study. Auditors with less 
than one year of experience were 
assumed to be “too close” to their 
initial training to objectively mea­
sure its effectiveness, while auditors 
with more than three years of expe­
rience were thought to be less able 
to remember their initial training 
school and its impact on their per­
formance.
Questionnaires were mailed to a 
randomly selected sample of 150 
auditors in the three participating 
firms. Responses were received from 
111 auditors, yielding a 74% re­
sponse rate. This high response rate 
was obtained perhaps because of 
the shortness of the questionnaire 
and the assurance of complete anony­
mity to respondents. Table 1 sum­
marizes the responses of each firm.
Interviews held prior to the study 
with the training director in each 
office indicated that Firm 1 had an 
“experience first” philosophy, Firm 
2 had no set policy and Firm 3 had a 
“training first” philosophy. The data 
in Table 1 indicate agreement be­
tween firm policy and auditor re­
sponses although it is interesting to 
note that the actual timing of the 
training for over 20% of the Firm 1 
and Firm 3 auditors did not coincide 
with firm policy. Needless to say, 
practical considerations sometimes 
call for scheduling training when it 
is convenient, even in firms with a 
Training Strategy
TABLE 1







Experience First 74% 37% 20%
Training First 26% 63% 80%
NOTE: 150 questionnaires were mailed (40 to Firm 1, 50 to Firm 2, and 
60 to Firm 3). With 111 responses (i.e., 23 + 38 + 50), the 
response rate was 74%.
set policy concerning the timing of 
the training school.
Results
Auditors were asked whether they 
believed that training should pre­
cede any experience or whether 
some experience should precede 
the initial audit staff training school. 
As seen inTable2, of the 41 auditors 
who had had experience first, 66% 
agreed that audit experience should 
precede the initial audit staff train­
ing school. In comparison, 56% of 
the 70 training-first auditors agreed 
that audit experience should pre­
cede formal training.
The results inTable2 indicate that 
the experience-first auditors were 
more likely to support the experi­
ence-first training strategy than the 
training-first auditors. A bias toward 
the experience-first strategy by expe­
rience-first auditors is not particu­
larly surprising. That the training- 
first auditors also favored the experi­
ence-first strategy by a slight margin 
is suggestive that it may be the su­
perior training strategy. Interesting­
ly, the amount of perceived favora­
bility of the experience-first strategy 
varied with the firms. While 76% of 
the experience-first auditors in Firm 
1 favored the experience-first strate­
gy, only 50% of the Firm 3 experi­
ence-first auditors favored this strat­
egy. It appears that the respondents 
tended to favor the training policy of 
their firm. (Recall that the policy of 
Firm 1 was to have experience first 
and the policy of Firm 3 was to have 
training first.)
Auditors were also asked in an 
open-ended question why they be­
lieved that an “experience first” or 
“training first” approach should be
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TABLE 2
Auditors’ Attitudes Towards 











First Strategy 66% 56%
Prefer Training- 
First Strategy 34% 44%
used. (See page 22 for a sample of 
these responses.) The basic theme 
of the auditors who believed that 
experience should precede training 
is that experience is needed to get 
the full long-run benefit of formal 
staff training. These auditors also 
stressed that there is too much mate­
rial to absorb in the initial training 
school without having had any prior 
work experience. On the other hand, 
auditors who favored formal train­
ing before experience mostly 
stressed the confidence and reduc-
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tion in anxiety that new auditors 
would have as a result of having had 
formal training precede experience. 
Also, some of these auditors men­
tioned that the training-first strategy 
enables the new auditor to get a com­
plete overview of an audit before ac­
tually beginning to work on “bits 
and pieces” of audits.
Auditors were asked to evaluate 
their performance on their first aud­
it. It might be expected that auditors 
without the benefit of the initial audit 
staff training school would have 
been more likely to have struggled 
on their initial audit. However, the 
data in Table 3 indicate that the 
experience-first auditors were no 
more likely to have struggled or 
floundered on their initial audit than 
the training-first auditors. These self­
reported evaluations must be viewed 
with some caution, but they do pro­
vide some evidence that experience- 
TABLE 3
Relationship Between 
Training Strategy Experienced 









“I floundered but 
somehow survived.” 5% 7%
“I struggled but 
performed satisfactorily.” 34% 39%
“I experienced few 
difficulties and 
performed satisfactorily.” 29% 26%
“I performed at a level 
that was probably above 
average.” 32% 28%
first auditors can perform the tasks 
required (at least on their initial 
audit) as well as training-first audi­
tors.
The tabulations provide some evi­
dence in favor of the experience- 
first training philosophy. Two final 
questions were asked concerning 
the optimal length of audit expe­
rience before attending the initial 
audit staff training school. Experi­
ence-first auditors were asked wheth­
er they had had more than three 
months of audit experience before 
attending the initial staff training 
school. In addition, these auditors 
were asked to assess the benefit that 
they had received from the training. 
The results in Table 4 suggest that 
auditors should receive more than 
three months of audit experience 
before attending the initial audit staff 
training school.
Most auditors with less than three 
months of experience (52%) felt that 
they had “benefited from the train­
ing, but probably no more so than 
did those who had no experience.” 
Apparently, most of these experi­
ence-first auditors did not have 
enough prior experience to give 
them any additional benefit from the 
training.
On the other hand, most auditors 
with more than three months of expe­
rience prior to the initial training 
school (67%) believed that they had 
“benefited greatly from the training, 
probably more so than did the peo­
ple in my training classes who had 
no experience.” A possible reason
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TABLE 4
Length of Prior Auditing Experience 
Compared to the Perceived Usefulness 




“I benefited greatly 
from the training, 
probably more so than 
did the people in my 
training classes who 
had no experience.”
“I benefited from the 
training, but probably 
no more so than did 
those who had no prior 
experience.”
“I was bored; I wish 
that I had had my 




Auditors who had 
3 Months or Less 






Auditors who had 
More than 3 Months 





the learning process during the train­
ing school is enhanced by having 
prior experience. On the other hand, 
auditors who favored a training-first 
strategy most frequently mentioned 
the importance of reducing the anxie­
ty of auditors on their initial audits. 
This study also provides evidence 
that experience-first auditors are not 
more likely than training-first audi­
tors to struggle or flounder on their 
initial audit.
As with any survey, this study has 
its limitations. All data were pro­
vided by auditors responding to the 
questionnaire, and only three offi­
ces of Big Eight firms in one large 
southwestern city participated in this 
study. Though the results cannot be 
generalized to all Big Eight firm of­
fices, the consistent support for an 
experience-first strategy in this 
study suggests that this approach 
may have more merit than the train­
ing-first strategy. Further research 
is needed, however, before these 
results can be generalized,
for this belief is that auditors with 
more experience, having worked on 
many of the areas being discussed 
in formal training, may have bene­
fited more from the training because 
they were better able to integrate the 
various audit areas being covered.
The basic theme of the 
auditors who believed 
that experience should 
precede training is that 
experience is needed to 
get the full long-run 
benefit of formal staff 
training.
An eye-opening 48-page guide to office supply 
sources and buying techniques that helps you 
get the most out of your office supply budget. 
Yours free from Quill...no cost or obligation.
OFFICE SUPPLY BUYERS.
The more you know about office supplies, 
the smarter you can buy. And buying smarter 
can save you hundreds (even thousands) of 
dollars per year. This amazingly frank new 
booklet reveals valuable facts that will help 
you get more for your money...plus get better 
quality and service in the process!
Free Booklet 
Helps You Save 
Big Money!
This booklet isn’t about Quill. Its only pur­
pose is to help make you a better, more in­
formed buyer through money-Saving tips and 
techniques. So request your free copy today! 
Call 1 -312-634-4800 or complete the coupon 
below. As a bonus you'll get a free subscrip­
tion to the next 6 Quill Monthly Sale Books.
FREE BOOKLET OFFER i^
Conclusions
The results of this study provide 
some evidence in support of an ex­
perience-first training strategy. In 
fact, there is evidence that auditors 
should receive at least three months 
of audit experience before attending 
the initial audit staff training school.
Most auditors surveyed indicated 
support for the experience-first strat­
egy. The auditors favoring this strat­
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Winona State University is 
seeking applicants for a 
tenure-track faculty position 
in Accounting. Appropriate 
earned doctorate from an 
accredited university is 
required. Will consider those 
in final stages of dissertation. 
Winona State University is 
dedicated to qualify 
classroom instruction. 
Primary teaching needs are 
in Intermediate and Cost 
Accounting but will 
accommodate those with 
interests in other areas such 
as Tax, Auditing, and 
Governmental Accounting. 
Some evidence of research 
and prior college level 
teaching preferred.
Professional certification and 
relevant work experience 
desirable. Send vita and a list 
of at least 3 references to: 
Accounting (TT) Search, 
Affirmative Action Office, 
Winona State University, 
Winona, Minnesota 55987. 
Open until filled.
Tim Kelley, CPA, Ph.D. is an assis­
tant professor of accounting at the 
University of San Diego. He holds a 
Ph.D. from the University of Hous­
ton, an MBA from California State 
University, Long Beach, and a B.S. 
in accounting from Loyola Mary- 
mount University. He is a member 
of the AICPA and the California 
Society of CPAs and was formerly 
with Arthur Andersen & Co.
A sample of the responses to the question:
Which is better?
Experience first or training first?
EXPERIENCE-FIRST AUDITORS
Agree with strategy —
“Without experience, the training would have gone over my 
head.”
“I could spend less time during training on audit workpaper 
techniques. I could concentrate on what to look for in trying to 
approach various problems.”
“Training remains a ‘textbook like’ class with no experience. 
Some limited exposure is needed.”
“Theory is often not remembered without practical application 
to associate it with.
Disagree with strategy —
“It would have made my first three months of work much easier 
knowing the firm’s approach.”
“There is not time usually on a job to spend a lot of time telling 
you why to do something. Prior training would be helpful.”
“I would have had more confidence on my first job with prior 
training.”
TRAINING-FIRST AUDITORS
Agree with strategy —
“Training can give an overall view of an audit. This is important 
because on my first audits I worked on bits and pieces of the 
audit.”
“Training should come first because, in the field, pressure 
regarding time budgets and billing rates comes into play.”
“Training helps the transition from college and builds 
confidence.”
“Prior experience will prejudice and hinder the formal training 
program.”
“With the experience-first approach, there would be too much 
anxiety for the assistant, too much work for the senior.”
Disagree with strategy —
“Training is hard to absorb and relate to without any visual 
concept of audit work papers and audit techniques.”
“Half the time, I had no idea what they were talking about, 
which made it hard to absorb the material.”
“Experience would have helped the transition from college.”
“Training was intense. Prior exposure to workpaper techniques 
would have been helpful.”
“If part of formal training is reinforcement, it makes it easier to 
retain the material that is new.”
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A great company
is merely a reflection of its people.
Thanks to our employees — tal­
ented individuals who represent all 
walks of life — Merrill Lynch has 
become the world’s leading financial 
services company. Our success is 
merely a reflection of the hard work 
and dedicated efforts of these many 
individuals.
Collectively, they provide the 
wealth of knowledge and expertise 
we use every day to better serve our 
customers in Individual, Corporate, 
Governmental and Institutional 
Financial Markets.
At Merrill Lynch, we encourage 
our employees to develop the knowl­
edge and skills necessary to help 
ensure their professional develop­
ment. We recognize that our contin­
ued success is directly linked to the 
success and skillfulness of each of 
these individuals.
So, when you think “great com­
pany . . . great people” think: Merrill 
Lynch & Co., Inc.
If you are interested in career or 
investment opportunities, contact 
your local Merrill Lynch office or 
write: K. M. Lynch, Merrill Lynch & 
Co., Inc., Employment/EEO — 28th 
FL., One Liberty Plaza, Suite 018KML, 
New York, N.Y. 10080. Merrill Lynch is 
an Equal Opportunity Employer.





Now is the time to brush up on the 
classics of American literature. Why 
not start with William Faulkner’s The 
Hamlet? How many novels are there 
where the battle between good and 
evil takes place through a complex 
series of accounting transactions?
The Hamlet was written in 1931 
and is the first novel in Faulkner’s 
trilogy about the Snopes family. It is 
on the suggested reading list for 
accountants not because of the Hora­
tio Alger-like rise of Flem Snopes 
from a sharecropper’s son to a local 
financier, but because of the unusual­
ly inventive and complex accounting 
transactions that move the plot for­
ward and develop the characters of 
the two main characters, Ratliff and 
Flem.
The novel is composed of a series 
of loosely connected incidents, but 
the subplot which should interest 
the accountant concerns the deal­
ings between the itinerant sewing- 
machine salesman Ratliff and the 
“inhumanly successful” [Brooks, p. 
403] Flem Snopes. The Snopeses, 
poor dirt-farmers, have been implicat­
ed in a barn-burning in another 
county, and their reputation for 
mean-spiritedness follows them to 
Frenchman’s Bend. Shortly after 
their arrival, Flem Snopes is hired as 
a clerk in Will Varner’s store, presuma­
bly in exchange for “fire insurance”:
They would have been there on any 
other night, but this evening they 
were gathered even before the sun 
was completely gone, looking now 
and then toward the dark front of 
Varner’s store as people will gather 
to look quietly at the cold embers of 
a lynching or at the propped ladder 
and open window of an elopement, 
since the presence of a hired white 
clerk in the store of a man still able 
to walk and with intellect still sound 
enough to make money mistakes at 
least in his own favor, was as un­
heard of as the presence of a hired 
white woman in one of their own 
kitchens [pp. 29-30].
Ratliff, teasing Will Varner about 
hiring a Snopes for fire insurance, 
acknowledges that “there ain’t but 
two men I know can risk fooling with 
them folks” [p. 28] and even that 
remains to be seen.
Ratliff says “the pleasures of 
shrewd dealing far transcend mere 
gross profit” [p. 69] and sets out to 
prove that he can get the better of 
Flem Snopes. He purposely delivers 
an unordered sewing machine to 
Flem’s poor cousin Mink Snopes, 
successfully humiliating Mink into 
buying the machine for his wife, with 
the expectation that Flem will be 
forced to pay to protect the family 
honor. Cleanth Brooks calls this the 
flank attack on Flem [p. 402].
The cost of the sewing machine is 
$10down (Ratliff’s profit) and a note 
for $20 due in six months (to cover 
the cost). Mink signs the $20 note to 
Ratliff with both his own and Flem’s 
name. When Ratliff is hesitant to 
take the “cosigned” note, Mink says 
to remind Flem that it is
from one cousin that’s still 
scratching dirt to keep alive, to 
another cousin that’s risen from 
scratching dirt to owning a herd 
of cattle and a hay barn [p. 77].
For the $10 down, Mink gives Rat­
liff a second note dated three years 
earlier for $10 plus interest, payable 
on demand to Isaac Snopes or bear­
er, signed Flem Snopes and en­
dorsed by Isaac (X) to Mink, and 
now endorsed to Ratliff. No further 
explanation is given, and certainly 
the casual reader would have difficul­
ty sorting out the effect of the events 
as described in items 1 through 9.







Cash $10.00 Capital $10.00 Cash $10.00 Capital $10.00 Cash $10.00 Capital $10.00











3. Flem next gets Isaac to endorse this same note to Mink. Mink accepts the note and gives Flem (not Isaac!) 
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4. Three years pass and interest accrues at an assumed annual rate of 6% (Brooks, p. 403):
Mink Snopes 
Balance Sheet
Note Receivable $11.80 Capital $11.80
Isaac Snopes 
Balance Sheet
Loan Receivable$10.00 Capital $10.00 Cash
Flem Snopes
Balance Sheet
$30.00 Note Payable $11.80
Loan Payable $10.00
Capital $ 8.20
5. The plot resumes as Ratliff acquires for $12.50 (25 cents each) a contract to sell 50 goats to a Northerner 
for $37.50 (75 cents each). He intends to involve Flem in the goat business for the frontal attack:










Goat Contract $12.50 Capital
Inventory $20.00
$32.50
6. When Ratliff sells the sewing machine to Mink, Mink pays with the old note from Flem and the new $20 







Cash $30.00 Note Payable $11.80 Sales $31.80 Note Receivable $11.80 Capital $44.30
Loan Receivable $10.00 Note Payable $20.00 Cost of sales $20.00 Note Receivable $20.00
Sewing Machine $31.80 Loan Payable $10.00
Capital $30.00
Net income $11.80 Goat Contract $12.50


















8. Ratliff needs the goats to satisfy his contract. He buys the goats from Flem (paying Flem with the $20 




Cost of Sales $12.50




























9. At this point, the Snopes’ equity has increased by $7.50 from the sale of the goats to Ratliff, and Ratliff’s 
equity has increased by $16.80 ($11.80 from the sale of the sewing machine and $5.00 from the final sale of the 
goats to the Northerner). The distribution of the wealth within the Snopes’ family unit is as follows:
Mink Snopes 
Balance Sheet 







Cash $17.50 Note Payable $11.80
Loan Payable $10.00
Capital (Deficit) (4.30)
Mink’s equity has increased by $20 ($31.80 - $11.80) for his threat to burn Flem’s barn. And Flem is worse off by 
$12.50 ($20.00 for paying on Mink’s machine less the $7.50 gain on the goat sale), seemingly outsmarted at last 
by Ratliff.
(more on page 29)
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The Accounting 
Profession
In Flux or in Trouble?________
By Wayne A. Label
Editor’s Note: This article is the text 
of the address given at the opening 
session of the 1987 ASWA Spring 
Conference held May 12-17, 1987, at 
Albuquerque, New Mexico.
The accounting profession is expe­
riencing major changes and is being 
scrutinized by many groups includ­
ing the Congress of the United 
States. John Dingell, chairman of 
the House sub-committee on Energy 
and Commerce is leading the main 
investigation. Mr. Dingell has indi­
cated that “. . . there is a very large 
problem, or a very large group of 
very substantial problems, with re­
gard to accounting behavior” [1985, 
p.8].
Even the most unbiased observer 
would conclude that some of the 
attacks on the profession have been 
correctly alleged. Of the 128 cases 
reviewed by the AICPA’s special 
investigations committee, only eight 
were referred to the Institute’s pro­
fessional ethics division with a recom­
mendation for future investigation 
[Wyden, 1986]. Congressman Din­
gell’s evaluation of the profession’s 
regulatory system is that “the ac­
counting profession’s self-regula­
tory system operates in secrecy and 
has not disciplined a single firm 
involved in well-known audit fail­
ures” [1985, p. 10]. Is it possible that 
the concept of self-regulation is itself 
oxymoronic?
The profession has only helped to 
add fuel to the fire. In 1986, while the 
Dingell Committee was investigat­
ing the profession, the chairman of 
the AICPA could only say prelimi­
nary findings indicate “that there 
may be substandard work being per­
formed by some members of our pro­
fession” [Berton, 1987]. Then, in April 
1987, in a mail ballot of the AICPA 
membership, an insufficient number 
of “yes” votes was cast to pass the 
proposed amendment to the bylaws 
that would require mandatory SEC 
practice section membership. Cur­
rently, the AICPA program is only 
voluntary. J. Michael Cook, the cur­
rent chairman of the AICPA, indi­
cated “. . . that in view of the vote, 
the Institute will strongly support a 
similar proposal by the Securities 
and Exchange Commission for man­
datory peer review” [Berton, 1987]. 
Intervention by the Federal Govern­
ment is exactly what we in the pro­
fession want to avoid, and yet here 
we have another example of not 
being able to regulate ourselves.
There is hope for the profession 
and the self-regulation of it if we 
within the profession take note of 
the criticism and make major 
changes within a very short period 
of time. The American Society of 
Women Accountants has played a 
major role in the past and has an 
even larger role to play in the future 
because of the increasing number of 
women in the profession.
A Profession In Flux
Major changes have occurred in 
the structure of American business 
in recent years. There has been a 
steady decline in the “smokestack” 
industries and rapid growth in the 
service industries. With the prolifera­
tion of small closely held business­
es and self-employed persons, the 
average size of companies is decreas­
ing in spite of the recent flurry of 
mergers and acquisitions. In addi­
tion, there has been a great increase 
in international business in the 
United States as evidenced by an 
increased number of international 
companies and international joint 
venture operations.
The increase in international com­
mercial activities has led to the for­
mation of several major standard 
setting organizations. Examples of 
some of these organizations are:
• The International Accounting 
Standards Committee (IASC)
• The International Federation of 
Accountants (IFAC)
• The International Auditing Prac­
tices Committee (IAPC)
• The European Economic Com­
mittee (EEC)
Comparability of financial state­
ments between similar businesses 
of different countries is even more 
important today than it was thirteen 
years ago when the IASC was 
formed. Perhaps complete harmo­
nization will never be achieved, but 
for the sake of world commerce, 
there must be much improvement of 
current practice.
Public Opinion. Recently, the ac­
counting profession was the object 
of a public opinion poll by Louis 
Harris [1986]. The results of this 
poll, which queried the public about 
several professions, was both com­
plimentary and useful to our profes­
sion. By any standard, the reputa­
tion of CPAs and the accounting 
professsion came out very high. On 
balance, when all of the attributes 
are viewed as a whole, CPAs are 






However, there are also several areas 
indicated in the poll that ought to be 
of concern for our profession and 
where changes must be made.
Regulation of the Profession. The 
poll indicated the public is worried 
about the unscrupulous CPAs and 
wants definitive action to betaken to 
rid the profession of them. How 
much time the accounting profes­
sion has before a major hue and cry 
for stricter regulation emerges can­
not be determined. But it must be 
assumed such demands could be im­
minent if measures are not taken 
immediately from within.
Enforcement of Professional Stan­
dards. The Harris poll report indi­
cated that people want a tougher 
system of enforcement of profes­
sional standards than exists today. 
We are being given another window 
of opportunity, and we must move 
fast to take advantage of it before it 
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closes. The ultimate risk, of course, 
is that government is hovering over 
us ready to seize on any failure of 
the standards enforcement process.
The Public’s Expectations. One 
of the main conclusions of the poll 
indicated:
... in short, CPA’s problems lie 
not in their worth being hidden 
under a bushel, largely unap­
preciated. It is just the opposite. 
They are riding so high in esteem 
that their risks are that they will 
fall short of the soaring expecta­
tions. If they fall from grace on a 
few highly visible items, the back­
fire and the criticism can be far 
out of proportion to what has 
been done wrong. [Harris, 1986]. 
Part of the expectation problem on 
the part of the public is represented 
by their complaints against the ac­
counting profession in the area of 
conflict of interests in dealing with 
their clients.
Congressional Investigation
Congressional concerns generally 
mirror those of the public. Congress­
man Dingell has indicated his con­
cern by stating, “Accounting firms 
are moving into many related fields 
. . . In some cases, we’re finding 
some very great conflicts of interest. 
In other instances, they have dem­
onstrated an extraordinary lack of 
competence” [1985, p. 11]. I must 
pose the question, does it really mat­
ter whether the statement made by 
the Congressman is based on reality 
or perception?
Proposed Legislation. As far as 
legislation is concerned, Congress­
man Dingell’s attitude thus far has 
been that “accountants are sup­
posed to regulate themselves. It is 
my pious hope that they will pro­
ceed to do so with some speed so as 
to obviate any necessity for federal 
legislative or regulatory action” 
[1985, p. 9]. Nevertheless, one of the 
members of the Dingell sub-commit­
tee, Mr. Ron Wyden, has introduced 
legislation entitled, “The Financial 
Fraud Detection and Disclosure 
Act.” Mr. Wyden indicated that he 
was introducing the bill because in 
the sixteen hearings conducted by 
the Subcommitteeon Oversight and 
Investigations during 1985 and 1986, 
. . . the subcommittee compiled 
an overwhelming record of dev­
astating financial frauds. Again 
and again, the sub-committee 
found that independent auditors 
have failed to detect or to report 
fraudulent activities at a number 
of major corporations and finan­
cial institutions in this country 
[1986, p. 6].
Mr. Wyden gave several examples 
including E. F. Hutton, United 
American Bank, Penn Square Bank, 
E.S.M. Government Securities, 
Home State Savings Bank of Ohio, 
and American Savings and Loan of 
Florida.
Mr. Wyden’s major concern and 
his major reason for introducing the 
bill into Congress were that current 
accounting and auditing standards 
only require the auditor to inform 
corporate management of errors and 
irregularities and to consider resign­
ing from the engagement. Wyden 
felt that current Generally Accepted 
Auditing Standards may help pro­
tect accountants from lawsuits but 
do little to protect the consumer 
from fraud and illegal activities.
Part of the expectation 
problem on the part of 
the public is represented 
by their complaints 
against the accounting 
profession in the area of 
conflict of interests in 
dealing with their clients.
Wyden reminded lawmakers that 
the accounting profession was put 
on notice ten years ago (referring to 
both the Metcalf and Moss investiga­
tions by Congress in the mid-1970’s) 
that the public legitimately expects 
independent auditors to make reason­
able efforts to detect and report fi­
nancial fraud. Finally, the Congress­
man stated that the only response of 
the accounting profession from the 
Cohen Commission Report of 1978 
to the Treadway Commission Report 
of 1987 was to indicate that it would 
study the issue, but it has taken no 
effective action. Whether this state­
ment is true or only perception on 
the part of the Congressman may 
not matter at all as far as the gap is 
concerned in the public’s percep­
tion of the accounting profession’s 
ability to self-regulate.
Bridging Regulation And 
Expectations Gaps To 
Maintain Credibility
The profession is under pressure 
now to respond to the criticisms 
being leveled against it. Congress 
and the public may not grant us any 
more grace periods before action is 
taken, action that may not be appre­
ciated or beneficial. Currently, there 
are several efforts underway by the 
profession that hopefully will bear 
fruit.
The National Commission on 
Fraudulent Financial Reporting (The 
Treadway Commission). Formed in 
direct response to the Dingell Com­
mittee, this commission has made 
several recommendations. Most im­
portant among these recommenda­
tions are:
• Mandatory Audit Committees 
should be used for all publicly 
owned corporations.
• Audit Committee Chairman’s let­
ter should be submitted to the 
stockholders.
• Management should acknowl­
edge in writing to stockholders 
that it has the foremost and ulti­
mate responsibility for accurate 
financial statements.
• The risk of fraud should be as­
sessed and monitored continu­
ously by the management and 
reviewed annually.
• Internal controls should not be 
structured mechanically. The cor­
rect emphasis should be on the 
overall control environment.
• Corporate management should 
be required to express an opin­
ion on the adequacy of internal 
controls.
• There should be a mandatory 
internal audit function for all 
public companies.
• Companies should have a writ­
ten code of conduct which, 
among other things, deals with 
the obligation to account accu­
rately to stockholders. It should 
be updated as a “living code.”
The Anderson Committee. Anoth­
er project just completed by the 
AICPA and under consideration by 
the members is the restructuring of 
the Code of Professional Ethics. The 
major reasons given by the Commit­
tee for the recommended changes 
are 1) to improve the art of account­
ing; 2) to maintain public confidence; 
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and 3) to carry out professional 
responsibility for self-governance. 
Several of the proposals by the An­
derson Committee have already met 
with difficulty in passing the neces­
sary two-thirds majority vote of the 
membership or of even making it 
through the Council vote to be pre­
sented to the membership. There 
are several excellent recommenda­
tions of this committee that hope­
fully will be implemented. Once 
again, if action is not taken by the 
profession, we will be playing into 
the hand of the federal government 
to indicate that we can’t meet one of 
the major objectives of the Ander­
son Committee — “to carry out pro­
fessional responsibility for self-gov­
ernance” [AICPA, 1986].
The Future of Accounting Educa­
tion Report (The Bedford Report). 
Another strong effort being made by 
the profession to bridge the expec­
tation gap on the side of education is 
The Bedford Report. One of the 
major problems we have had in the 
field of education is that frequently 
many of the institutions responsible 
for educating accountants fail to 
evolve as rapidly as professional 
practice itself. The accounting pro­
fession is expanding with new ex­
pectations of those who enter it. The 
report concluded that the current 
state of most professional account­
ing education programs is inade­
quate to meet the needs of this 
expanded profession. The major prob­
lem facing the academic world is 
that the curriculum has remained 
virtually the same over the past fifty 
years. As the profession has grown 
and the demand for a greater knowl­
edge base has expanded, many col­
leges and universities in the United 
States have continued to teach with­
in the same structure. A growing 
gap exists between what account­
ants do and what accounting educa­
tors teach.
Currently, there are four states 
that have state laws requiring a min­
imum of five years of education for 
certification within their state. The 
need for expanding accounting edu­
cation to a five-year requirement is 
recognized in the Anderson Com­
mittee report and in the Bedford 
Report and is alluded to in the Tread­
way Commission study. It is time 
that both academicians and practi­
tioners realize that without making 
this change, students graduating 
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with accounting degrees will not be 
prepared to perform in the changing 
and complex business world.
Role Of ASWA
The increasing acceptance that 
women are encountering in the ac­
counting profession is only a recent 
phenomenon. In 1923, when the fol­
lowing observation appeared in the 
December issue of the Journal of 
Accountancy, times were a little dif­
ferent.
The fact of the matter is, women 
are not wanted as accountants 
on the staff of practicing public 
accountants; in a word, then, the 
prospects for women in the field 
of accountancy are not brilliant. 
As to the public field, it must be 
admitted with regret that the wom­
an who succeeds is the rare ex­
ception [Richardson, 1923]. 
Times have changed a great deal 
since this editorial was written. The 
number of women in the accounting 
profession grew from 82,000 to 
379,000 between 1960 and 1980, a 
fourfold increase. Fifty percent of 
accounting graduates today are wom­
en, and experts predict that the num­
ber will increase significantly by the 
year 2000.
A growing gap exists 
between what 
accountants do and what 
accounting educators 
teach.
As more women enter the profes­
sion, the role of ASWA is increasing. 
Women accountants of today have 
an important responsibility to men­
tor the women coming into the pro­
fession. Those in the profession 
need to differentiate between men­
toring and mothering.
Pacing, to control mental and phys­
ical stress, is another area that must 
be carefully considered in the plans 
of one’s future. Studies show that as 
women assume more stressful work­
loads, they tend to contact tradi­
tional male diseases, many of which 
are stress related. Women, like their 
male counterparts, must learn to 
control this stress and pace their 
lives better than accountants have 
been able to do in the past.
If anyone is going to have an 
opportunity to “humanize the work­
place,” the women in ASWA have 
the best opportunity. Since women 
are the ones that are most affected 
by the pressures of both work and 
home, they have to take the lead, for 
no one else will do it for them.
One other area that has affected 
women more than men is what has 
been described as the “glass ceil­
ing” [Hymowitz, 1986]. This phenomenon 
implies that women can only go so 
far within an organization before 
they hit an imaginary ceiling that 
restricts their advancement. Whether 
this ceiling is caused by the “good 
old boy networks” or by other out­
side forces really doesn’t matter. 
What matters is that one of the goals 
of women accountants, as well as 
the ASWA, is to work towards shat­
tering the glass ceiling.
Conclusion
All aspects of the accounting pro­
fession are in flux today, from expand­
ed services to legal liability to self­
regulation to internal controls to 
restructuring the Code of Ethics. 
The knowledge and skills used in 
providing these diverse services ex­
tend far beyond the technical exper­
tise traditionally required to audit 
financial statements. Therefore, it is 
time that we in the profession answer 
some very important questions: 
What is the accounting profession? 
What is the profession going to be­
come? What should the profession 
be like in the year 2000? I suggest to 
you that we are on a sinking boat if 
the system does not change quickly. 
The John Dingells of the world are 
not undermining the profession, we 
are doing it to ourselves.
I must emphasize that I am not 
discouraged, only concerned and 
challenged. We must work hard to­
gether in the near future if we want 
this profession to succeed. ASWA 
can and must play an important and 
critical role in this transformation.
Ω
REFERENCES
American Accounting Association, Commit­
tee on the Future Structure, Content, and 
Scope of Accounting Education, “Future 
Accounting Education: Preparing for the 
Expanding Profession,” Issues in Account­
ing Education (Spring 1986), pp. 168-195.
American Institute of Certified Public Account­
ants, Special Committee on Standards of 
Professional Conduct for Certified Public
Accountants, “Restructuring Professional 
Standards to Achieve Professional Excel­
lence in a Changing Environment” 
(AICPA, 1986).
Berton, Lee, “CPAs Defeat Plan on Self­
Regulation in Narrow Vote,” The Wall 
Street Journal (April 10, 1987), p. 10.
Dingell, John, “Thoughts of Chairman Din­
gell,” International Accounting Bulletin 
(November 1985), p. 8-11.
Harris, Louis, “How the Public Sees CPAs,” 
Journal of Accountancy (December 1986), 
pp. 16-34.
Hymowitz, Carol, and Timothy Schellhardt, 
“The Glass Ceiling,” The Wall Street Jour­
nal (March 24, 1986), pp. 1D-6D.
Lowe, Herman J., “Challengesand Opportun­
ities for the Accounting Profession,” The 
Ohio CPA Journal (Winter 1986), p. 6.
National Commission on Fraudulent Finan­
cial Reporting, “Report of the National 
Commission on Fraudulent Financial Re­
porting” (Washington, D.C.: NCFFR, 
1987).
Wyden, Ron, “The Financial Fraud Detection 
and Disclosure Act,” H.R. #5439 (August 
15, 1986), pp. 1-11.
Richardson, A. P., Editorial, Journal of Ac­
countancy (December 1923), p. 43.
Accounting in Literature (continued from page 25)
But Ratliff is to be denied his vic­
tory. Flem dramatically reveals to 
Ratliff something that Ratliff is now 
aware of — that Isaac is feeble­
minded, an incompetent. Ratliff is 
shocked at Flem’s callousness and 
wants no part of Flem’s trading of 
Isaac’s money. He gives Mrs. Little­
john, Isaac’s keeper, some cash to 
hold for Isaac’s benefit, but we do 
not learn the amount until 116 pages 
later when Mrs. Littlejohn uses it to 
buy a cow for Isaac. (Isaac has fallen 
in love with the cow.) if the reader 
has not followed the earlier transac­
tions, the sum of $16.80 paid for the 
cow is meaningless. The amount 
turns out to be exactly Ratliff’s profits 
on the goats and the sewing ma­
chine. From Ratliff’s point of view, 
he has broken even financially and 
won a moral victory over Flem as 
well. With a further show of righteous­
ness, Ratliff decides to burn Flem’s 
three-year-old note for $11.80 and 
put an end to the repugnant trading 
on Isaac’s condition. But in doing 
so, Ratliff has inadvertently paid off 
Flem’s liability. Mulling over his de­
feat, Ratliff thinks
I just never went far enough. I quit 
too soon. I went as far as one Snopes 
will set fire to another Snopes’s barn 
and both Snopeses know it, and that 
was all right. But I stopped there. I 
never went on to where that first 
Snopes will turn around and stomp 
the fire out so he can sue that 
second Snopes for the reward and 
both Snopeses know that too. [p. 
89]
He sends a message to Will Varner 
saying “it ain’t been proved yet” that 
anyone can risk fooling with a 
Snopes.
Readers who do not attend to the 
precise and complex flow of account­
ing transactions in The Hamlet are 
missing an essential component of 
Faulkner’s intended effect. The care­
ful reader, the practiced accountant, 
will be the one to find the greater 
pleasure in watching these transac­
tions subtly unfold in this major 
American novel. Ω
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Editor: Tonya K. Flesher, The University of Mississippi, 
University, MS 38677
By Dale L. Flesher and George Richard French
The role of the Certified Public 
Accountant has evolved in recent 
years in response to changes in the 
diversity and complexity of services 
offered by the accounting profes­
sion. As a result of these changes, 
the profession has been criticized 
for not requiring its members to 
maintain a level of knowledge com­
mensurate with their professional 
stature. One response to this criti­
cism has been the imposition of con­
tinuing professional education 
(CPE) requirements for most CPAs. 
Presently, there are only four states 
that do not require CPE in one form 
or another: New Jersey, Virginia, 
West Virginia and Wisconsin [Pav­
lock, 1986]. If one considers the 
CPE requirements of the AICPA divi­
sion for CPA firms along with that of 
state-mandated education, there are 
only a relatively small percentage of 
CPAs in public practice who are not 
subject to mandatory requirements. 
That percentage will be even lower if 
the AICPA membership approves 
the CPE requirements that have been 
adopted by the AICPA Council as 
part of the proposed professional 
standards. For AICPA members in 
public practice, the proposed stan­
dards require that 120 hours of CPE 
must be completed in a three-year 
period.
CPE is necessary to keep the prac­
titioner aware of current develop­
ments in the accounting profession 
and the business environment. How­
ever, maintaining the level of spe­
cific knowledge and expertise re­
quired of CPAs has become increas­
ingly difficult because of the great 
amount of time required to absorb 
such information. Pavlock [1986] dis­
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cusses three primary reasons for the 
necessity of mandatory CPE. He 
feels mandatory CPE serves the gen­
eral public interest, systematically 
maintains professional competence, 
and enforces attendance at CPE 
programs, discouraging procrastina­
tion by the CPA. Benefits to be 
derived from attendance at CPE pro­
grams by accountants include:
• CPE participants bring back to 
their work additional knowledge, 
fresh insights, new connections, 
and a sense of enthusiasm for 
applying the information.
• Firms and organizations benefit 
from heightened understanding 
and energy levels exhibited by 
staff members returning to the 
job.
• The users of accounting services 
benefit from CPE because they 
are assured that practitioners 
embrace current know-how.
• There is favorable appearance 
created for the profession when 
its members comply with the 
mandates of state licensing 
boards.
This concern for technical com­
petence and proficiency is not limit­
ed to practitioners in public account­
ing. As management accountants 
direct their energies toward their 
daily responsibilities, it is easy to 
lose expertise in areas not closely 
related to those activities. Therefore, 
the complex and dynamic nature of 
accounting makes CPE a top prior­
ity for management accountants 
[Redmer, 1982]. According to Red­
mer, for the management account­
ant, CPE results in the following 
benefits: 1) the attainment of tech­
nical competence and proficiency in 
his or her area of expertise, 2) the 
saving of valuable time through the 
use of formal presentations, and 3) 
the interaction of accounting pro­
fessionals with similar interests. The 
National Association of Accountants 
(NAA) and the Institute of Certified 
Management Accountants (ICMA) 
strongly support CPE programs. In 
fact, the ICMA requires individuals 
completing the CMA examination to 
maintain their professional compe­
tency through a 90-hour, three-year 
continuing education requirement, 
which is similar to the CPE require­
ments of state societies of CPAs. 
The AICPA has recognized the need 
for CPE for its members who are not 
in public practice, and these mem­
bers will be required to complete 90 
hours of CPE over a three-year peri­
od if the proposed professional stan­
dards are approved later this year.
Purpose of the Study
The purpose of this study was to 
determine the effectiveness of CPE 
programs as reported by CPAs in 
public practice. To obtain this infor­
mation, a questionnaire was distrib­
uted to 200 Mississippi CPAs. Mis­
sissippi was selected since its CPE 
requirements for CPAs in public prac­
tice are identical to those proposed 
by the AICPA.
Although the sample of CPAs for 
the study was selected at random, 
those located in another state or 
with educational positions were ex­
cluded. The out-of-state CPAs were 
excluded because the requirements 
in other states might not be identical 
with that proposed by the AICPA. 
CPAs in the field of education were 
excluded because of the diverse na­
ture of the CPE obtained by these 
individuals that may not be repre­
sentative of normal activities in the 
area.
The CPE requirements enacted 
by the state legislature in Missis­
sippi and enforced by the Missis­
sippi State Board of Public Account­
ing [1983, p. 16] stipulate that “each 
licensee shall participate in at least 
one hundred and twenty hours of 
CPE every three years with a min­
imum of twenty hours during each 
twelve-month period ending on June 
30 each year.” The requirements do 
not apply to individuals not engaged 
in public practice unless those indi-
viduals, in addition to their basic 
employment, engage to any degree 
in public practice. Licensees are 
required to maintain records of CPE 
in which they have participated.
Results of the Questionnaire
The questionnaire included sev­
eral questions of an informational 
nature and concerned the respon­
dent’s job, the nature of CPE pre­
viously taken, and whether reimburse­
ment is obtained for CPE courses. 
There were 33 public practitioners, 
14 industrial accountants, five govern­
mental accountants, and two uniden­
tified individuals who responded to 
the questionnaire. The position lev­
els reported by the respondents with­
in their organizations were as fol­
lows: Staff Accountants (5), Su- 
pervisors/Managers/Seniors (18), 
Controllers/Partners/Vice Presi­
dents (28), other (3). Thus, the sam­
ple was predominantly comprised of 
CPAs who were working in a public 
accounting firm, and most had 
achieved high-level positions within 
their organization. The average 
amount of CPE taken by the respon­
dents in the previous 12 months was 
51 hours. Thirty-three of those CPE 
hours were taken within the state of 
Mississippi, and 18 hours were taken 
outside of the state. Slightly more 
than 23 percent of the CPE hours 
obtained were in-house programs 
with the remaining credits obtained 
in external seminars and other ex­
ternal sources. For74 percent of the 
respondents, CPE was reimbursed 
by the employer.
The remaining portion of the ques­
tionnaire concerned the effective­
ness of CPE and the general admin­
istration of the CPE program. The 
specific statements and the mean 
and standard deviation for the re­
sponses to the statements are pre­
sented in Table 1. Respondents were 
asked to use the scale: 1 = strongly 
agree, 2 = agree, 3 = disagree, and 4 
= strongly disagree. The mean scores 
ranged from 1.741 in question two to 
2.925 for question 12. This is a rela­
tively narrow range of means for the 
questions and indicates that, on aver­
age, the CPAs did not strongly dis­
agree with any of the items in the 
survey.
In item one, the CPA was required 
to comment on the overall quality of 
CPE programs and their ability to 
enhance professional knowledge. Ap-
TABLE 1 
Effectiveness and General Administration 
Of A Mandatory CPE Program
Statement Mean Std. Dev.
1. The overall quality of CPE programs 
offered in Mississippi is sufficient to 
enhance professional knowledge. 2.077 .652
2. I have been able to apply information 
learned at CPE programs on my 
current job. 1.741 .620
3. I have enhanced my promotional 
opportunities within my organization 
because of information obtained at 
CPE programs. 2.383 .768
4. I have enhanced my marketability in 
the job market because of 
information learned at CPE programs. 2.235 .651
5. Attendance at CPE programs has 
provided opportunities for 
employment outside my organization. 2.720 .730
6. The level of instruction at CPE 
programs is satisfactory:
In-house seminars and self study 





7. Required CPE credits can be 
obtained at reasonable cost. 2.115 .646
8. CPE programs in Mississippi are 
sufficient to meet the needs in my 
area of specialization. 2.413 .617
9. CPE seminars provide CPAs an 
opportunity for educational 
interaction with fellow professionals. 1.759 .547
10. External CPE seminars provide CPAs 
an opportunity for client development. 2.647 .716
11. The primary purpose of attending 
CPE programs is to fulfill the 
mandatory requirements. 2.509 .823
12. A CPA should be required to pass an 
exam at the end of a CPE program to 
receive credit. 2.925 .730
13. The State Board of Accountancy 
should actively monitor and approve 
all CPE programs to insure quality 
presentations. 1.981 .789
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proximately 86 percent of the re­
sponding CPAs agreed that the quali­
ty of the programs was sufficient. 
(This result supports a survey of 
CPAs concerning the CPE program 
in California [Berton, 1983] where 
76 percent of the respondents ex­
pressed satisfaction with CPE under 
the current requirements.) Addition­
ally, in their response to item two, 
many of the respondents (74%) re­
ported that they have been able to 
apply information learned at the CPE 
programs to their current job.
The enhancement of promotional 
opportunities within the CPA’s pres­
ent employment, increased market­
ability in the job market, and employ­
ment opportunities afforded the CPA 
outside of his or her present employ­
er due to participation in CPE pro­
grams were all addressed. Fifty-three 
percent of the respondents per­
ceived enhancements in their pro­
motional opportunities within their 
present organization, and 69 per­
cent reported that they had improved 
their marketability in the job market 
because of such participation. De­
spite the perception of increased 
marketability, only 28 percent report­
ed additional opportunities for em­
ployment outside of their organiza­
tion directly as a result of their CPE 
efforts.
In items nine and ten, the CPAs 
were requested to express an opin­
ion regarding the opportunity pro­
vided in CPE seminars for educa­
tional interaction with fellow profes­
sionals and the opportunity for client 
development, respectively. The 
CPAs overwhelmingly (94%) consid­
ered attendance at a CPE program 
as an opportunity for educational 
interaction with fellow profession­
als. Client development was not re­
garded as a major factor in attend­
ing CPE programs as 63 percent of 
the CPAs did not perceive any bene­
fits in this area.
There were two items that ad­
dressed administrative aspects of 
the CPE program in Mississippi. 
These items dealt with the responsi­
bility of the Mississippi State Board 
of Accountancy to actively monitor 
the various CPE programs in the 
state and whether CPAs should be 
required to illustrate their proficien­
cy in using newly acquired informa­
tion by passing an exam upon com­
pletion of a course. Approximately 
82 percent of the respondents agreed 
that the State Board should monitor 
the CPE programs to insure quality 
presentations. However, only 26 per­
cent of the respondents agreed that 
participants should pass an exam at 
the end of a CPE program to receive 
credit. This is an interesting and 
expected response to these items. 
The CPAs are willing to submit the 
CPE programs to scrutiny but unwill­
ing to undergo a similar appraisal.
It is also interesting to note that 
while a high percentage of CPAs 
expressed satisfaction with the qual­
ity of CPE programs, approximately 
one-half (51%) of the respondents 
agreed that the primary purpose for 
attending CPE programs was to ful­
fill the mandatory CPE requirements 
established for practicing CPAs in 
the state. Prior literature may be cor­
rect in stating that without manda­
tory requirements, CPAs may not 
participate in CPE programs at a 
level necessary to maintain their 
professional stature [Pavlock, 1986].
Conclusion
The survey respondents had sub­
stantial experience regarding CPE 
programs. Generally, they were sat­
isfied with the overall quality of the 
programs. Attendance at the CPE 
programs resulted in external employ­
ment opportunities for only one­
fourth of the responding CPAs, but 
the majority of the individuals still 
feel that the experience has in­
creased their marketability in the job 
market. The CPAs overwhelmingly 
agreed that CPE provided an oppor­
tunity for professional interaction. 
In spite of the many benefits cited by 
the responding CPAs, they were un­
willing to be tested over the material 
in order to receive credit, and approx­
imately one-half of the sample indi­
cated that the primary purpose of 
attending CPE programs was to ful­
fill mandatory requirements.
In conclusion, it seems that there 
is a need for mandatory CPE require­
ments. Although the respondents to 
this study were enthusiastic about 
the benefits derived from CPE pro­
grams, they also admitted that they 
would not have participated were it 
not for the state law. This indicates 
that the AICPA, the individual state 
boards, and the Institute of Certified 
Management Accountants were cor­
rect in making CPE mandatory rather 
than merely voluntary. Ω
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